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BEFORE THE ARIZONA CORPORATION COMMISSION

DOCKET NO: W-02113A-07-0551

MOTION FOR APPROVAL OF
INTERIM RATES

IN THE MATTER OF THE APPLICATION
OF CHAPARRAL CITY WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

(EXPEDITED ACTION REQUESTED)
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Chaparral City Water Company, Inc. ("the Company") hereby moves for an order

from the Arizona Corporation Commission ("Commission") approving the immediate

implementation of interim rates. As explained below, and in the supporting testimony

filed with this Motion, this relief is necessary to prevent the continued erosion of the

Colnpany's financial condition, a condition that is worsening due to the significant delays

the Company has experienced in obtaining rate relief. The interests of the Company and

its customers are being threatened by this mounting financial crisis. The interim rates

sought herein would slow the deterioration of the Company's financial condition, yet be

subject to refund, pending a final order of the Commission setting permanent rates in this

case.

The interim revenue increase sought by the Company is $1,349,246 (18.12 percent)

over the Company's 2006 adjusted test year revenues. This increase would produce a

return of 7.6 percent (which is the weighted average cost of capital approved in Decision

No. 68176 (Sept. 30, 2005)), on the Company's interim original cost rate base of
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$21,599,023 The proposed interim monthly bill for a 3/4-inch metered residential

customer using an average of 8,450 gallons would be $38.34 - an increase of $5.97, or

18.43 percent over present rates.1 Notably, this is less than half of the increase the

Company is seeking in its pending rate application.

This Motion is supported by the following Memorandum of Points and Authorities.

It is also supported by the testimonies of the Company's District Manager, Robert

Hanford ("Hanford It."), and its rate consultant, Thomas J. Bourassa, ("Bourassa It."),

filed concurrently herewith. The Company's proposed interim rates are set forth in the

interim H Schedules included in the schedules attached to Mr. Bourassa's testimony in

support of this Motion.

MEMORANDUM OF POINTS AND AUTHORITIES

1. OVERVIEW OF THE COMPANY'S RATES, RECENT
PROCEEDINGS AND CURRENT FINANCIAL CONDITION.

RATE
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The Company's current rates were approved by the Commission in Decision No.

68176, and were based on a 2003 test year. During 2006, the first full year the current

rates were in effect, the Company earned a return of only 3.76 percent on its original cost

rate base. See Bourassa It. at 3, Interim Schedule A-l. Worse yet, the average annual

return on equity during 2006 was only 1.93 percent, compared to the 9.3 percent return

authorized in Decision No. 68176. Id at Interim Schedule A-2. Unfortunately, the

Company's return on equity continues to erode - during 2007, the Company earned a 1.74

percent return on equity. See Hanford It., Exhibit A.

As a consequence of its deteriorating earnings, on September 26, 2007, the

Company filed the instant rate case, seeking the approval of new rates based on a 2006

test year. The application was found sufficient one month later, and Staff immediately

1 The proposed interim monthly bill for a 1-inch metered residential customer using an average of 10,095 gallons
would be $57.00 - an increase of $8.86, respectively, or 19.41 percent over present rates.
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commenced discovery. After the Company answered well over 100 data requests, this

case was stayed at Staff's request pending the outcome of the remand proceeding arising

from the order of the Arizona Court of Appeals, Chaparral City Water Co. v. Ariz. Corp.

Comm 'n, No. 1 CA-CC 05-002 (Feb. 13, 2007).2 Procedural Order dated January 22,

2008. Notwithstanding the Company's plea for prompt resolution, the remand proceeding

dragged on for more than one year and finally concluded nearly 18 months after the Court

of Appeals' decision was issued. Decision No. 70441 (July 28, 2008).

The Administrative Law Judge moved quickly to convene a procedural conference

in this rate case following the remand proceeding. Again, however, the Company's

proposed expedited procedural schedule was rejected. See Procedural Order dated

July 24, 2008. As a consequence, the Company will be unable to obtain authorization to

implement permanent rate increases until sometime in 2009 - more than 18 months after

the Company's rate application was filed and more than 30 months after the end of the

2006 test year. Meanwhile, the Company's operating expenses are continuing to increase

and capital projects are being delayed.

Operating expenses have increased by over $1 million between the last rate

decision and the current tiling, an increase of roughly 19 percent. Hanford It. at 4. The

Company's three largest operating expenses are purchased water, purchased power and

labor. Since the current rates were set, the costs to purchase Colorado River water from

the Central Arizona Project ("CAP") has increased from $103/ac-ft in 2003 to $127/ac-ft

in 2008, a 23.3 percent increase. [al at 6. Costs for CAP water are expected to increase

by an additional 12 percent in 2009. Id The Salt River Project, which provides power

within Fountain Hills, has steadily increased its rates during the past four years, and has

recently implemented another 3.9 percent increase. APS, which provides power for the

z On July 7, 2008, the Company filed a Notice of Implementation of Interim Rates Pursuant to A,R.S. § 40-256.
After meeting with Staff, on July ll, 2008, the Company filed a Notice of Postponement of Implementation of
Interim Rates Pursuant to A.R.S. §40-256.
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Company's CAP water turn-out and pumping station in Scottsdale, has received several

rate increases from the Commission since 2003, including a 4 percent rate increase in

2007, and filed an application that seeks an increase of more than 20 percent earlier this

year. These increases in key operating expenses, as well as increases in wages and

salaries and other operating expenses, have caused the Company's earnings to steadily

decline, notwithstanding the rate increases granted in Decision No. 68176.

At the same time, the Company has invested several million dollars in additional

capital improvements to serve its customers. Bourassa It. at 4, Hanford It. at 5-6. The

Company has been unable to earn a return on that investment due to the delay in

completing this rate case. Moreover, the Company had more than $2.2 million of

construction-work-in-progress at the end of the 2006 test year and, during 2007, it

invested an additional $2.8 million in new plant, which are not included in rate base in

this case. Bourassa It. at 5. And the need for capital investment to ensure safe and

reliable water service continues: The Company's current capital budget calls for

additional capital investment of $6.9 million through 2010. Id. Plainly, it is not in the

public interest to force the Company to operate without needed rate relief and without an

opportunity to earn a fair rate of return on its utility plant.
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II. ARGUMENTS SUPPORTING INTERIM RATE RELIEF.

The Legal Basis For Approval Of Interim Rate Relief.A.

Nearly 100 years of decisions by Arizona courts have affirmed the general theory

of utility regulation that total revenue, including income from rates and charges, should be

sufficient to meet a utility's operating costs and allow the utility and its stockholders a

reasonable rate of return on the utility's investment. E.g., Scares v. Ariz. Corp. Comm 'n,

118 Ariz. 531, 533-34, 578 P.2d 612, 614-15 (App. 1978) (citations omitted). "[R]ates

cannot be considered just and reasonable if they fail to produce a reasonable rate of return

or if they produce revenue which exceeds a reasonable rate of return." Id at 534, 578
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P.2d at 615. The Company's current rates fall short of this standard because the Company

does not have an opportunity to earn a reasonable return on its investment or to recover its

operating costs. The obvious remedy - the implementation of new rates - is simply taking

too long, as the record in this case clearly shows. This leaves the Company with two

choices: Either attempt to operate indefinitely without earning a fair return on its

investment in utility plant or cease operating altogether, which is in effect no choice at all

given the Company's obligations as a public service corporation.

Because the Company is required to provide safe and reliable service to customers

and landowners within its service territory, the Commission has a duty to protect the

interests of the Company and its shareholder. See Arizona Community Action Assoc. v.

Arizona Corporation Comm 'n, 123 Ariz. 228, 599 P.2d 184 (1979). Interim rates are a

remedy available to the Commission when the normal ratemaking process has failed to

ensure that a utility has a reasonable opportunity to recover its operating expenses and

earn a fair rate of return. It has been held that interim rates are appropriate when the delay

in implementing new rates leads to financial harm to the utility. Arizona Corporation

Commission v. Mountain States, 71 Ariz 404, 228 P. 2d 749 (1951). In Pueblo del Sol

Water Company v. Arizona Corporation Commission, 160 Ariz 285, 772 P. 2d 1138 (App.

1989), the court upheld the Commission's power to approve interim rates pending the

setting of final rates. In that case the Commission had delayed a rate case in order to

assess the impacts of federal tax legislation, obtain additional information on actual

operating expenses, and provide sufficient time for the case to be tried. Id at 286, 772

P.2d 1139.

The Arizona legislature has also recognized the need for timely completion of rate

cases and that interim rates are an appropriate remedy when raternaking is delayed. See

A.R.S. § 40-256 (imposing deadlines on the completion of rate cases and allowing utilities

to implement interim rates when those deadlines are not met). The Commission's rules
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authorize the implementation of interim rates when a rate case is not completed in a

timely fashion. A.A.C. R14-2-l03.H.1l.h. Finally, even Staff appears to believe the

Commission has ample authority to approve interim rate relief in this docket. It was Staff

that urged the Company to postpone its effort to implement rates pursuant to A.R.S. § 40-

256 and to seek such relief from the Commission instead.

In short, the Commission clearly has the authority to authorize the implementation

of interim rates, subject to refund, pending the completion of a rate case. The only

question that remains is whether this authority should be exercised here.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

B. Interim Rate Relief Is Warranted.

Given the Company's dire financial circumstances, and the fact that it has

diligently sought rate relief in this case, it is difficult to think of a reason not to approve

the interim rates requested by the Company. Every legitimate argument supports approval

of interim rate relief.

First, the Company's financial condition is obviously deteriorating while it waits

for a decision in this case. Its operating expenses have increased by 19 percent --- by more

than $1 million annually - since the test year supporting the current rates. Hanford It. at

4. Further increases in key expenses are anticipated within the next year. Id at 6.

Second, the Company's rates are inadequate to provide a reasonable return on its

utility plant. The Company's rate of return on its original cost rate base during the 2006

test year was 3.76 percent. Bourassa It. at 3. This was the first full year in which the rates

approved by the Commission in Decision No. 68176 were in effect, a year in which the

Company earned a 1.93 percent return on equity despite the Commission's approval of a

rate of return of 9.3 percent in that decision. Bourassa It. at 3.

Third, the Company has made millions of dollars of additional capital investment

to ensure reliable service to its customers. That investment is now stranded as a result of

the delay in processing this rate application.
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Fourth, the conservative interim revenue increase sought herein will, if

implemented expeditiously, help staunch the earnings erosion faced by the Company.

Despite the severe reduction in its return on equity, the Company continues to provide

safe and reliable water utility service in compliance with all federal and state regulation.

Interim relief will help to ensure that the Company can continue to do so pending the

outcome of this rate case.

Fifth, while the Company and the Commission have disagreed over the issues on

appeal and remand following the Court of Appeals decision in Chaparral City Water Co.

v. Ariz. Corp. Comm 'n, and regarding the legal basis for staying this rate case, there can

be no legitimate claim that the Company is at fault for the delay it has experienced in

obtaining rate relief. The Company has simply pursued its legal rights. The length of

time the remand proceeding took was largely outside the Company's control.

Sixth, while the stay was in place in this docket, Staff and RUCO were authorized

to continue discovery. As of this filing, the Company has responded to well over 250 data

requests and has provided Staff and RUCO with the information those parties will need to

evaluate this application. Again, the Company's rate application has been pending since

September 2007, it is not a newly filed application that will require extensive evaluation.3

Seventh, ratepayers will continue to benefit from a utility that has sufficient

revenue to pay its operating expenses and make necessary investment in utility plant.

They will also benefit from investors that will receive the message that while permanent

rate relief has taken longer than anticipated, temporary help has arrived. Bourassa It. at 4.

Finally, no harm will come to customers. Certainly, ratepayers do not have a

protectable interest in delaying justifiable rate increases as long as possible, forcing a

utility to subsidize expenses and earn a confiscatory return on its rate base and equity

3 The Company will certainly respond to additional discovery requests concerning this application in an effort to aid
the efficient prosecution of this request for interim rate relief.
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investment. Moreover, the interim rate increases sought in this case will be subject to

refund in the unlikely event the final revenue requirement set by the Commission is less

than the interim revenue increase, which, as explained, is less than half of the permanent

increase the Company has requested. Hanford It. at 8-9.

For all of these reasons, interim rate relief is both authorized under Arizona law

and necessary to protect the financial integrity of the Company and its ability to provide

safe and reliable water service to its customers.

III. CONCLUSION
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The proposed interim rate relief is necessary to prevent the continued erosion of the

Company's financial condition. The requested relief is conservative, it is supported by the

facts and the law, and its approval will serve the public interest by allowing the Company

the opportunity to earn a reasonable return on its rate base until new, permanent rates can

be approved in 2009.

WHEREFORE, for the foregoing reasons, the Company requests that the

Commission:

1. Approve interim rates, subject to refund, according to the proposed rate

schedules filed concurrently herewith on an expedited basis,

2. Authorize such interim rates to remain in effect until new, permanent rates

have been approved and become effective following the completion of this rate case,

3. Direct the Hearing Division to schedule a Procedural Conference to

establish deadlines and procedures necessary to ensure the immediate consideration of the

Company's Motion, and

4. For such other and further relief as the Commission deems appropriate to

protect the Company's financial integrity pending the completion of this rate case.
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Respectfully submitted this fl day of September, 2008.

FENNEMORE CRAIG, P.C.

. , 4

By _
Norman D~ James
Jo_ L Shapiro
3003 North Central Avenue
Suite 2600
Phoenix, Arizona 85012
Attorneys for Chaparral City Water
Company

ORIGINAL and thirteen (13) copies
of the foregoing were filed
this 8 "`day of September, 2008 with:

Docket Control
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007

Copy of the foregoing was hand delivered
this X*'Lday of September, 2008 to:

Teena Wolfe, Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007
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Robin Mitchell, Esq.
Legal Division
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007
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1 Daniel W. Pozefsky, Chief Counsel
Residential Utility Consumer Office
1110 W. Washington Street, Ste. 200
Phoenix, AZ 85007
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1.

Q-

INTRODUCTION., PURPOSE OF TESTIMONY.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

Robert N. Hanford, 12021 N. Panorama Dr., Fountain Hills, Arizona, 85268.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Chaparral City Water Company ("CCWC" or the "Company")

as its District Manager.

Q- PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DISTRICT

MANAGER.

A. I am generally responsible for managing day-to-day operations, including capital

budget planning, water system operations and maintenance, customer service and

community relations, and compliance with local, state and federal requirements

pertaining to water quality and water supply, and Corporation Commission

compliance.

Q~ DID YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF THE

COMPANY IN THIS CASE?

Yes, my direct testimony was filed in September, 2007, with the Company's

application.

Q- WHAT IS THE PURPOSE OF THIS TESTIMONY?

A. To support CCWC's request for approval to implement interim rates by discussing

our current financial picture and the need for interim rates.

II.
Q,

COMPANY'S CURRENT FINANCIAL PICTURE.

MR. HANFORD, HOW WOULD YOU CHARACTERIZE THE

COMPANY'S CURRENT FINANCIAL PICTURE?
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In one word, dismal. Since CCWC's last rate case, we have never been able to

achieve the returns we were authorized in Decision No. 68176 (September 30,

2005). Bourassa Direct Testimony ("Bourassa Dt.") at 3. We are currently in our
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capital budget process for 2009. We compete for capital with other operating units

of the parent holding company of CCWC, American States Water ("American

States"). American States has been publicly traded on the NYSE for over 75 years.

As a  publ ic ly he ld  company,  American  Sta tes  must  main ta in  a  fiduc iary

responsibility to its shareholders. This cannot be achieved when we have no real

opportunity to am our authorized rate of return and the implementation of new

rates is delayed for several months.

Q- WHAT IS THE CURRENT RETURN ON EQUITY BEING REALIZED BY

THE COMPANY?

CCWC's ROE was 1.93% for 2006 and 1.74% for 2007 based on year end

financial statements reviewed by independent auditors. See Audited Financials

2006 and 2007 at Exhibit A.
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Q- HOW DID THINGS GET THIS WAY?

There are many significant factors, but the most significant factors are the impact

of the historical test year, coupled at this time with the delay in obtaining rate

relief. By adhering strictly to the historic test year, as opposed to a future test year,

and by rejecting adjustment mechanisms and other well established ratemaking

tools to ensure utilities retain a reasonable opportunity to earn its authorized return,

companies like CCWC are never allowed to catch up with expenses. By the time

new rates are approved, known and measurable costs, such as purchased water and

purchased power, have significantly increased, along with all other expenses like

labor, fuel, health care, and even office supplies. Everything costs more due to the

increased costs being experienced by everybody everywhere and we have no way

to recover those costs short of rate relief, which in this case has been substantially

delayed.

We acknowledge the Commission's role to responsibly regulate a monopoly
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water service provider. What we cannot understand is why rate cases should have

to take so long, and cost so much, with months of discovery, hundreds of data

requests, multiple rounds of refiled testimony, multiple post-hearing briefs, and

then a little mini-retrial before the Commissioners. Water service has not changed

much in the last few decades, unlike the huge technological breakthroughs in the

telecommunications industry. Not much has changed except the increased cost to

provide service. In the end, we are stuck in a system where the utility must scrap

for the opportunity to earn every single dollar of its operating income, only to walk

away with new rates that are too far behind our current costs to actually leave us

with a reasonable chance to earn the authorized returns.

Q. DO YOU SEE THIS AS A PROBLEM UNIQUE TO YOUR COMPANY MR.

HANFORD?
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A. Sadly, no. I am on the Board of Directors of the Water Utility Association of

Arizona and I know that the frustration we feel is not isolated to CCWC. I also

heard Mr. Paul Towsley address the Commission recently in the Anthem rate case

and explain the serious problems they are having attracting capital due to the low

returns being realized in this state. APS appears to be in the same boat too based

on their request for interim revenue increases of some $115 million. Arizona

Public Service Company - Motion for Approval of lnterim Rate and Preliminary

Order (Docket No. E-01345A-08-0172). APS cites the rising cost of capital

expenditures coupled with inadequate cash flow, under earning due to a reduced

return on equity, and high financing costs based on poor performance. Apparently,

APS's jurisdictional ROE for 2008 is anticipated to be just 8.4%, falling to

approximately 6.3% by 2009 - despite the ACC authorizing a 10.75% ROE for

APS in its last rate case, leading to an alleged earnings shortfall of approximately

$213 million. These same factors represent current and potentially future harm to
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the customers of CCWC. This state's water and sewer utility industry is hurting.

Q- HASN'T THE COMPANY CREATED ITS OWN DIFFICULTIES DUE TO

ITS APPEAL OF DECISION no. 68176?

A. No. The Commission violated the Constitution, the Commission refused to

proceed expeditiously to process the remand, and the Commission stayed our rate

case. When we tried to implement interim rates under our statutory rights, we were

told by Staff that the Commission would block us. Meanwhile, we are bleeding.

And that is without even considering the additional revenue we believed we are

entitled to following the remand.

Q- WHAT TEST YEAR ARE THE CURRENT RATES BASED ON MR.

HANFORD?

A 2003 test year with limited adjustments for out-of-test year changes in expenses,

some of which actually lowered our revenues.

Q. HOW MUCH HAVE THE COMPANY'S OPERATING EXPENSES

INCREASED SINCE THE LAST TEST YEAR?

Operating expenses have increased by over $1 million based on the operating

income approved in the prior case and the adjusted operating expenses in the

general case. This is nearly a 19% increase over the prior case's operating

expenses.

Q- HAVEN'T INCREASES IN SALES OFFSET SOME OF THE INCREASED

OPERATING EXPENSES?

Hardly, sales have only increased 5.4%. Our expenses went up 19% during the

same time period.

Q- COULDN'T SOME OF THESE EXPENSE INCREASES HAVE BEEN

OFFSET BY USE OF ADJUSTER MECHANISMS?
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26 A. Yes. CCWC's big 3 operating expenses are purchased water, purchased power and
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labor. CCWC requested purchased water and purchased water adjustment

mechanisms and they were denied by the Commission in Decision No. 68176.

Q. HOW MUCH HAVE THE COST OF PURCHASED WATER AND POWER

INCREASED SINCE THE CURRENT RATES WENT INTO EFFECT?

A. CCWC relies almost solely on CAP surface water and is also a member of the

Central Arizona Groundwater Replenishment District. CAP has increased its

combined Municipal and Capital charges from $103/ac-ft in 2003 to $127/ac-ft in

2008, a 23.3% increase. For the calendar year 2009, CAP is planning a 12%

increase in their water rates that CCWC will immediately have to pay in 2009 with

no mechanism to pass on these costs.

CCWC purchases power from both SRP and APS. SRP has increased its

rates every year for the past seven years, and most recently imposed a 3.9%

increase for 2008, resulting in an overall increase of 26.7% since 2002.1 And

SRP's rates may rise an additional 5% to 7% higher if their most recent rate

increase request in granted. APS most recently received a 4% rate increase in 2007

and has recently filed for another increase of over 20%. The Commission approves

rate increases for APS and allows APS to use adjustor mechanisms, yet we are not

allowed to pass through these same increases to CCWC's water customers because

our request for a purchased power adjustment mechanism was denied.

Q- WHAT ABOUT PLANT INVESTMENT? DOES CCWC HAVE

SIGNIFICANT AMOUNTS OF NEW PLANT THAT IS NOT YET

INCLUDED IN RATE BASE?

1

2

3

4

5

6

7

8

9

10

11
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13
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15
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26

Yes, due primarily to the substantial delay in obtaining rate relief. Major backbone

water infrastructure projects since the last rate order that have been completed or

1 Since 2002, there have been three increases in SRP's general rates: 1.5% in 2004, 2.9% in 2005, and 1.8% in 2008.
Since 2002, there have been seven increases in SRP's fuel-related rates: 2.8% i11 2002, 3.6% in 2003, 3.7% in 2004,
1.3% in 2005; 2.3% in 2006, 4.7% in 2007; and2.1% in 2008.
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are under construction include:

Replacement  of the exist ing 120,000 gallon reservoir #4 with a new

500,000 gallon welded steel reservoir and booster pump station with

•

•

•

emergency power.

Electrical upgrades to well #10 including a new Motor Control Center

and starters.

Replacement of the disinfection system at well #10 from gas to liquid

chlorine.

Emergency power design and installation at the CAP, and Shea plants.

Upgrades to  the Blackbird plant  including a new motor control center and

•

emergency power and a new booster pump.

Ongoing upgrades and improvements to our SCADA and telemetry system.

Acquisit ion of addit ional water supply from the CAP under the terms of the

Arizona Water Settlement Act.

The total costs of all these improvements was more than $4.2 million. In addition,

the Company has a meter and service line replacement program that has cost on

average $700,000 to $800,000 annually since 2003 .

•

111. IMPACT
RATES.

OF POOR FINANCIAL PICTURE AND NEED INTERIM

Q. DOES THE POOR FINANCIAL PICTURE YOU HAVE PORTRAYED

HAVE AN IMPACT ON THE COMPANY AND ITS RATEPAYERS?

Yes, a detrimental impact.

1
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3

4
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Q- PLEASE EXPLAIN.

As stated previously, CCWC competes for capital with other operating entities of

American States, in particular Golden State Water, and American States competes

for capital with numerous other investment opportunities in a struggling economy.
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It is my understanding that under the California PUC, Golden State Water is

allowed ROE's of nearly 10%. In addition, California water investments have far

less risk than similar investments in Arizona due to California's use of forward

looking test years, balancing accounts and adjustor mechanisms. California

ratemaking affords Golden State Water the opportunity to get timely recognition of

its investment in plant to serve customers and timely recognition of changes in its

operating expenses -- contrary to Arizona ratemaking. In an example of irony, the

Commission uses a sample of water companies to determine a market based ROE

(this sample includes Golden State Water Company), but refuses to acknowledge

the higher levels of risk associated with Arizona investments. Commission

decisions have calculated a lower ROE for CCWC in Arizona compared to what

Golden State Water is able to achieve in a less risky regulatory environment. This

disconnect is apparent to investors.

Q- HOW DO YOU OPERATE IN THIS SORT OF FINANCIAL SQUEEZE?

Some maintenance expenses can be minimized and capital projects can be deferred

allowing a regulated utility to postpone significant system improvements and

repairs until absolutely necessary. A Class "A" utility will be forced to operate in a

manner similar to the hundreds of small class "C" "D" and "E" water companies in

Arizona that are under capitalized and eke out an existence on a day to day basis.

And ultimately, as we are now, we come on our hands and knees begging for some

rate relief now.

Q- WHAT LEVEL OF RATE INCREASE IS THE COMPANY SEEKING ON

AN INTERIM BASIS?

1

2

3

4

5
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26

A. We are asking that rates be increased by approximately $110,000 per month, which

is less than half of the amount being sought in the rate case. See Bourassa Interim

Testimony at 4. The impact on a typical customer served by a 3/4-inch meter,
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using an average of 8,450 gallons per month, is $5.97, which is an increase of

18.43%. See Bourassa Interim Testimony at 15.

Q. WHAT WOULD BE THE IMPACT ON THE COMPANY OF THE

ADDITIONAL REVENUE FROM THE INTERIM RATES BEING

REQUESTED?

A. The increased cash flow from interim rates would make sure we can cover our

operating expenses and thereby improve our earnings immediately. This will

improve our ability to attract capital from our parent company, allowing us to

proceed with some of the planned capital improvements. It will act as a signal to

the utility investment community that Arizona can again be a state worthy of

capital investments.

Iv.

Q-

INTERIM RELIEF AND REFUND.

DOES THE COMPANY UNDERSTAND THAT INTERIM RATES ARE

JUST THAT, TEMPORARY?

A. Yes, we only expect these rates to be in effect until the decision is issued in the

pending rate case, at which time we expect permanent rates based on a higher

revenue requirement than the interim revenue requirement used in this case.

Q- BUT THE COMPANY DOES UNDERSTAND THAT THE PERMANENT

RATES COULD BE LOWER AND THAT REFUNDS MIGHT BE

REQUIRED?

1
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3

4
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23

24

25

26

Absolutely. If somehow the Commission issues an order giving us less than fifty

percent of the increase in revenue we requested, we would likely have to make

refunds. We would do that through credits on customer bills. Given that we have

been very conservative in the interim filing, however, even I would be very

surprised if the permanent revenue requirement was lower than the proposed

interim revenue requirement.
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Q- DOES THAT CONCLUDE YOUR TESTIMONY IN SUPPORT OF

INTERIMRATES?

1
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A. Yes, although I do wish to make one final point. We do not see our current

financial condition as being due to an inability of CCWC to operate prudently. We

have an excellent compliance, service and safety record at every level. We see

ourselves as the kind of utility that should be rewarded for its service and risk, and

all we ask is a reasonable opportunity to earn a fair rate of return on the property

we devote to public service. Interim rates followed by a fair decision in our

pending rate case would go a long way to starting the Company's financial

recovery.
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TESTIMONY OF ROBERT n. HANFORD
INSUPPORT OF MOTION FOR APPROVAL

OF INTERIM RATES AND PRELIMINARY ORDER

DOCKET NO: W-02113A-07-0551

g

Exhibit A

2w7969.1



.$i4l!l\!:3F1 "4.v 7 "lag . . . . a . » ,w

C chaparral City Water
Company
Financial Statements
December 31, 2008



NMm. My Frxwncial StatcmeMb

aalunent o!ICapitalization

-rat<.xmnt of Cash Flows ..

UI" lnwft\c..-...-,,-...-.----. rlllvu 99

Clarice Siwci.,

Repurf Fri" independent Auditors

w!.'I¥:11u:ni atlChz:nges Eu (jcammfnn E'sK1cLh<>Ev,le1"s 1;quiLv

I`i.u:anci:sl Staienlcnm

chaparral City Water Cfsmparzy
Index
December 31, 2086

K 1

* I l *§)l4Q»¢I 1n»»xrlaa» »

....~.-,..-~ ~`...=¢u~

-»-¢..~»».

d  4  ¢  i  4

l'agc(:»)

weIi i It

m

9 6

I



gt-:~

I»7RlCEVW\7ERHOU5ECQ)PERS
I
l

Plc¢watorhousoCooper=» LLP
'50 Snu'°l u'arlC Avcruo
Las A~v.:!Ie1~. CA 90071
Ia inonu (24l 1586500
r-.ics n ac {813l cs 4-144

Report nf Independent Auditors

lb Mc Bvmrd of Diruclnrs and Stockholder of
Ch.lpan'.d Ck) Water Company:

In our opinion, the accompanying balance sheet and statement of capitalization and :lac related stntemcnu.
ml income. commas: stucl.holdcr's equity and cash flows present fairly. in dl material respects. the
linnnctal position of ('ll'4purrAl C'lt) Water Company tthc "Ctlmpany") at December 3 l, "UUCP, .Md the
results L f its operations and its cash flows fur the year then ended in conformity with accounting

These financial shllcnlcnts are the
-.possibility of the Company s mnnngclnrnt. Our responsibility is Lu express an opinion on these

lin.II1ul.1l smtentcnts based on our audit. We conducted our audit of these stutcmeltts in .teeordanec with
gcncralh .accepted auditing stdndunls as established by the Auditing Slandtmb Board (United States) and
rt accordance with the auditing sumdatds al the Public Company Accounting Uvcisigln Board (United
hottest. Thus: standards require that we plan and perform the audit to obtain nansunnblc assurance about
whether the financial statements are flee of material ntisstatenwnt. An audit includes examining, on a test
ham 11 .silence supporting the amounts and tlisclosures in the tinanclal sutcments. assessing the
.Lt taunting principles used :mol significant estimates made by management. and evaluating the overall
lim nm i.ll statenrnt prewmanion. We helicve that our audit provides a ratsunablc basis for our opinion

pnncipla.-s generally uurucplW in the United Slalea of Amcucu.

M

April lb, 2007
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Chaparral city Water Company
Balance Sheet
December 31, 2006
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Chaparral City Water Company
Statement of Capitalization
December 31. 2006

Common stockhold¢r°s equity
Common stock. par www SIU: 2.50tMlU0 shares aulhorizned.

4110.314 shares issued and outstamlmg

Additional paid-in capital

Retained earnings

s 4.6n3,140
14.929,468
6.646.572

"6. I 79_ 180

Lung-1¢~nll deb!
Industrial Dcvclopmem Authurit. Bond:

Series 1997A serial bonds. due 1998 ahrougla 2007 (-4% to 4.85%9
Series 1997A lam bonds, due December l, "Old (5.`0"/o)
Series 1997A tcnu bonds. due December I. 20" (5,409 ea
Scriea 19978 lcxm bonds, due December l, "02" f5.3¢l"/6l

*40,000
1.000,000
4.6 I0,000
l .Ol 5.000

Tum! long-tcm: debt

Less; currcm matum'ies

6.865.000

!280.0u0;

L&ng-turrn debt, less cllrr¢m rn.luu'ili::s 6.585.000

!̀ otal capxrali7alion S °.764_1 so

The accompanying notes are an integral part of lhesc financial bLllL'l'l1l!l\ls
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chaparral City Water Company
Statement of Income
Year Ended December 31,2006

Operating revenues
Salsa of water sv.7ss.9o7

Uperaling expenses
Purchawd water

Pnucr purchased hr pumping

( cher operating cn.l1cm»us
(Funeral .ma adminislralisc cxpcnace~

Mmimcnance
Depreciation
l'rup'.rl) .Md 1 thee taxes

934.095

6 l8.039

756,95"
I .983. I (If:

319.024
I ,63".-158

"36.304

b.529.978

0lpn.-zal(ing lncnmc l .2"'5.9"9

Uthcr iucmm- (mpenwc)
lour 'al lIIL'l\IIIU
fun-tu .! vxpcnsu

64.397
(543.48_;)
4479.019

lncuuu- lrnm operations hcfurc incnmc tax expense 746.893

lm-»n1e 1.1\ ¢\P¢l'lS¢ "-11.774

I
NN iI\coIl\l 505.119

Thu accunlpan;. in nL\l¢s are an integral pan of these financial statements.
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Chaparral City Water Company
Statement of Changes in Common Stockholder's Equity
Year Ended December 31. 2006

( ummun
Sick

\dditi¢mal
Paid-in
Capital

Retained
Earning.»

s 4.603_l4[J 514,925,242 s 6.1dl_-$53Balance..lanunrv I. 2006

\'Er imrume

Sim k-b.l.scd awards

5U5.ll9

I:la!.1nu:. December 31. 2006 $993.42

4.2. 4

§13.2l7,468 s 6.646.512

Total

8»5.669.835

505, l 19

4.226

§2"ll198Q

The ac»ulnpanying rates are an integral part of thcse financial statements.



Chaparral City Water Company
Statement of Cash Flows
YearEnded December 31.2008

s 505.1 19

Cash Nuns from operating act it indict
Net incnnw
Adju\tm:nL» hr non-cmh items

Depreciation
Pmvktnn for dnuhrfttl accounts
Dafurrcd incutnc laths
In bandit on gnndwtll
Amorriration of debt issuance costs
Impairment loss
Stuck-based compensation axpcnse
Changes in operating assets and littbilinc~

Accounts receivable
unfited tevenucs
Wlateraals and stlpplics
Prepaid expenses and other curry tr ll5\CI\
lanes rcccinble
Rc1\ul.1tor) a:sets'liabilNic~
fol :r .t==els
As»CUdlllL» payable
Inter-company in-cuinblra parables
C Una mer deposits
Uthcr liabilities

Net \iL4l1 lions provided by npehtttng acnvnics

l,63".458
11,835

(13 l,5I2)
226,869
°6.501
91.835

L836

59,275
13.943
2.508

(l9,837ll
¢146. I53)

*L-I8 l
122.1
(42,939)
34,934

1107. l77)
__l}_L3gp
'.434 qs

Cash Uuwa from luvestmg aclhitius
C'.lpilad cxpen lmucs
L hang: m restricted cash
(`haln~e m Jeb: rescnc [and

Net Lash (lows used in inscsliml uclhities

(2,283.0*7'»
(4,481 I
(4_0D4l I

(2_293..Q42)

Cash llrms [rum financing lctivilws
'I .vo bcneliu Linz cxemsc Rf stock-hawd awards
Receipt of ash onces lot and enntnbuliolb in :lid of construction
Rcliands in advances for construction
Net change in inter-company hnrruwnings
Rn.-payments of kung-term deb:

Net cash Bums used in financing activities

,390
1,099,205
(488,128)
(600,000)
r340,109)
826.842 I

Decrease incash and cashequivalents

Cash and cash equivalents an beginning of year

(185,372)

576.802

Cash al\J cash uqunalems at end Rf year
5

Supplemental disclosure of cash How information
Inlerun paid
Income in paid, rel of refunds s 475.;

290.180

The accompanying notes are an integral  pan otldl¢:se Financial statements
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Chaparra\ city Water Company
Notes to Financial Statements
December 31. 2006

l. Summary of Sigtxilicant Accounting Policies

Nature of Operations
Chaparral City w~ to: Company ("CCWC"`) is a wholly owned subsidiary of American States
Water Company ("AWR"). Prior to October I I. 2000. CCWC was a wholly owns subsidiary al'
MCD Propcrlita Inc. ("M¢ `O"). On October 10, 2000. AWR completed the acquisition otlalI the
common ~s1o:l. otlCCW(' from moo for an aggregate blue of$3 l ." million. including
assumption ollapproxilnately Sly million in debt. The acquisition was accounted hr as a
purchase and the assets acquired and liabilities assumed have been recorded at their estimated fair
values. CCWC is nn Arimnu public utility company engaged principally in the purchase,
production. distribution and mle of uater. The Company serves approximately l3.D00 customers
in Fountain Hills. Arizona and a portion of the City ml' Scottsdale. Arizona. Regulated by the
Arieonn Corporation ( `olmnission ("A('C"), CCWC is requited to provide stlfvltitr and grant
elel.l11 In cusp-mers u within its declined servicearea.

Bawiw of Presentation
l°hc- prepnrnuuu of linaneul r talcnnenui in accordance with accounting principles generally
:tempted m the United Stal¢.s of Aulerie.i requires the are I. fesumates ad assumptions that aflbct
(1) the repiNed Bmnillll oll.L-.seb and liabilities, (ii) disdusure at cnnlingem resets and liabilities
ltnovxn tr. e.\J=A as of the dau: the financial ttMemenu..ire puhlithed. and (iii) the nupnrted amount
of r¢venue~. and expenses recugnvod during each period presented. Actual results could differ
from Klluw estimates

Regulatory Accounting
l'hc Company 's accounting policies conform tn accounting principles generally accepted in the
l'nlted Sines at America, including the accounting principles for rate-regulated entetpnses.
m Iucli reflect Thu: rate-making policies of the ACC. and are maintained in record:ulee Vt it the
eTui&\rm System of Accounts prescribed by the ACC. CCWC is subject to regulation If) the ACL
to the cslent necessary to enable the ACC to dctemline that CCWL"s rates constimtc reasonable
¢O5L\ to its customers. Accordingly. CCWC is subject to the provisions ml' Statement of Financial
Accounting Stundunds ("SFAS")No. 71, .4ccmullmgfor the £j&eln of Ccmziu 7_1pe.v of
Rcgniutiun. CCWC docs not use regulatory balancing accounts in its rate filings with the ACC.
vthith would represent amounts due to nr fran its customers based on ditTercnccs between actual
costs and costs assumed 'it its rate structure, and accordingly, no such accounts are recorded in
the accompanying financial statements. Deferred rate case expenses are capitalized as regulatory
asses and amortized as specified by tile ACC for rate-making purposes.

Cash and Cash Equivalents
Cash cquivdcnts consist of hig.hl_v liquid money market instruments with original maturities of
threemonths or less. At times, cash and cash equivalent lulanccs may be in excess of federally
insured limits. The Company 's cash and cash equhalents arc held with linnncial institutions with
high credit stantlinus.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2006

Restricted Cash
In accordance with the terms of its long-term debt agreements. CCWC is required to maimaitu
.amounts on deposit in a trust account (the Debt Service Reserve) for payment Rf principal and
interest (Note 4). The funds in this account will be maintained until such time that the terms of
the Gnawing, agreement are fully satisfied. These amounts are classified as "restricted cash"
the halamec sheet.

Al lkccnlbcr 3 I. "006, CCWC held 513.261 of restricted cash rqnusenting intcrcat cames i n
excess of the required balance in the Debt Sun ice Reserve related to tile Industrial Development
Authority. In accordance with the requirements of the bond indenture. talc htnlancc can univ be
used lo pay the next regularly scheduled debt payncnt

Accounts Reach able
Ac.collnls» rnceiwuhle is reponcd on the balance sheet act of any allouanw lot aluubtlul accounts.
lhe- allm\.||n:1. is ba.\::l.l \..1 CCWC's evaluation of law receivable pontblin under current
cuudiliuns and review uf specific problems and such other lilclors elul. \n our_lu¢lglncnL dusene
rucugnluon in cqimaling Insure.

NlaWrialu and Supplies
Mnzeriah and "applies are staled at the lower of cost or market C'u4t is computed using average
LUSL

Ltility Plant and Depreciation
CCI\\IC' capitalizes as utility plant the cnsl of additions and rcplaunnwnt. of rctincmunt units.
Sum cum include labor, material. and certain indirect charges.

Depreeiatiutu l~. tuxtrptlted utilizing the straight-line method rt rates l.1u.\x:d in the estimated tuneful
lives of the assets as prwmbed by the ACC. Effective Octoltcr l, 2005, the ACC apprut Cd new
depreuatiuu rates for C`C\VC's utility plant. Dcpreciatmn expense, reflected ah a percentage Rf
the aggregate depreciable 1l.~:\:et balances, was 3.4% in "006. Expenditures for maintenance :Md
repairs are expensed as incurred. Replaced or retired property costs are charged lt'b the
.accumulated provision hr depreciation.

lnlpaimlcnl of Long-Lived Assets
Long-lived assets are reviewed for impairment annually or whenever cvcnls or changes in
circumstances indicate that the carry, in 8mounl of an asset may not he fully room cable in
accordance with SFAS No. 144, Accowzm°lg_/or the lnqurirment Ur Diapuaal of Long-Lim-d
.4.ssels. CCWC would recognize an impairment loss only if the canoing value amount of a lung-
lived asset is no! recoverable h`om its undiscounted cash Hows. An impairment loss is measured
as the excess of the canoing \ aloe m Cr the fair market value of the long-lived asset.
Managemcntjudgment la inv oh Cd in both deciding if lcsling for recoverability is :necessary and
in eeumatmg undiscounted cash llama. For the year ended December 3 l, "00)6. an impairment
lO.>S uflSQL835.



Chaparral City Water Company
Notes to FinancialStatements
December 31.2006

Goodwill
At December 3 I . 2006. CCWC had St 1.613,874 of goodwill The goodwill represents the
difference hem can the aggregate purchase price and the fair \ aloe of C('WCls net assets acquired
by AWR in October 2000. Goodwill is rWuccd on an ongoing basts to nelloct the total lax benefit
realized from unionizing. for lax purposes, the excess of lax o r book goodwill basis in
~ccordancc with SFAS Isa. l(l9. Accuuuriugfor Income Taxes. In accordance with St-AS
No.  I -P. Gouda ill and Other Imungilvii: .~l.v.tc!s. goodwil l is tested for impairment at least
annually on December 31 and more frequently if circumstances indicate that it may be impaired.
The goodwill impairment model is a quo-step process. First. it requires a comparison of the book
value nl'net assets to the fair value. using Me terminal value mahnd, of the related openrtluns that
have goeduill assigned to them. If the fair value is determined to be less than book value, a
second step is pcrllmttW to compute the amount of the impairment. In this pttuxns. a fair value
fur gondu ill is estimated, based in part on the fair value of the operations used in the Gm step.
mid is eumpaued to its carrying wrlue. The amount by which can) mg value exceeds fait value
represents the aumunt of goodwill impnimtent. The current war anulvsis indicated no
imp.unnenL

Revenue
CL.\\ C rccotd. operating wvcnuea v. hen the service ms pron idcd Lu customers. Rcvcnum include
amounts billed IU custumua in an cycle basis based on meter reading fu' sen Les provided and
unfilled res cues representing utimalctl amounts to be billed Sur usage from (he last meter
rcadine dine to the end of the accounting period. Actual uaagc may vary from thi'~ estimate.

Advnnres for Construction & Contril1utlons~in-aid-uf-Construction
Advances hr ¢Ollbll'llclloll represent amounts advanced by dm elopers. uhieh are refundable mer
10 to "0 years. Refined amounts under the contracts are based on annual rm venues from the
extensions. After all refunds dl'U made, :any remaining balance is Uanafwred Lu cunuilautiuns-ish
aid u'l` instruction. During *006, approximately SO." million at advances that expired were
uansfen ed to contnbuuuns-in-aid of construction. Cuntribulions-in-aid of conslruction me similar
um udx3llcea. hut require no refunding and me amortized over the useful lives of the related
properly l

Debt Issuance Costs
Original deb: issuance costs are capitalized and amorti/:ed over the live: Rf the respective ksucs.

New Accounting Pronouncements
Effective January i, 2006, CCWC adopted the provisions of SFAS No. l 23(R), Share-Eased
Poi-mem. which requires the recognition nfcornpcnsation expense related to the fair value o f
stock-based compensation awards. The adoption of this new standard did not have ii malcnal
elitbcl in CC\\'C's financial statements.
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Chaparral City Water Company
Notes to FinancialStatements
December 31. 2006

Related Party Transactions
CC' WC' necivcs various ~:en'iees from its parent. A \\ R. and firm Golden Stale Water Company
(~°GSWC"), a "holly owned subsidiary of AWR. in addition. ASK has an $85 million
syndieatd credit facility. AWR horrors under this facility and pmt ides funds to croc in
support omits operations. Amounts owed to AWR tr borrowings under this facility total
Sl ,4lKl_000 as of December 3 I . 2006 and are included in C`CWC's inter-company parables on the
balance sheet The interest rate charged to CCWC is sufdcicnt to cover AWR's interest east
under the credit facility. GSWC also allueates certain corporate office administrative and general
costs to t`CWC using agreed upon allocation factors based mt a weighted rate calculated from
customer numbers, utility plant. expenses and labor cu~tts ("l'our-factor method") that was
established b_\ the Califnmia Public Utilities Commission for regulated companies. As of
December 3 l. 2006, intercompany receivables included $3 L0$0 due lim GSWC related to these
allueztlinns.

Rcgululonj Matters

ll\ :accordance "it :recounting principles Rn lane-regulated enterprises. CLWC l'L cords regulator)
assets. which represent pmbablc future revenue associated with certain costs that still be
team red lim customers through the ratemnking process. and regulatory liabilities. which
1epreseut probable future reductions in revenue associated with auwunte that are to be credited to
euswmurs tlmnagh the r.uemnLing process. Regulatory assets. less regulatory liabilities. included
In the balance sheet are as lbllmss :Ls al' December 3 I. 2006:

Deferred general rate case coaLs

Asset relircmcnl obligations

Gain on settlement for removal of wclls

s

195.*s0

47.925

(760108

(516,8253

Deferred General Rate Case Custom:
Deferred rare case expenses pre capitalized ea regulatory assets and amorliud as specified by the
ACC' for me-making purposes.

Asset Retirement Obligations:
Etfuctivc January 1. "003. CCVs C aduptcd SFAS No. 143, 'klccuunfiugfor Ame! Retirement
Obligations Because retirement costs have historically been abacus red through rates at the time
of rutiremcnt, upon implementing SFAS No. 143, the cumulative effect was reflected as a
regulatory asset.CCWC will also reflect the gain or lass at settlement ms a regulatory asset or
liability on the balance sheet.

IU
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Chaparral City Water Company
Notes to Financial Statements
December 31, zoos

treated eMuent tltmugh multiple aquifer storage and room :Ly vtclls.

art _
cease using one m` its wells. As a possible replacement for this tell, Fl-ISD constructed u new
4 ell adjacent to the community center (°`Community Center Well"). However. this "ell etas not
able to produce mt equivalent amount of water to CC\\ C's well that was taken nut of pmductinn.
Aeeordlnejy, 'ut February "005. CCWC entered into an agreement with FHSD whereby (TWC
agreed tu permanently remove from service this well and in return CCWC recctved a settlement
fee ot'$L5"0.000 from FHSD. Pursuant to the agreement, CCWC will: (i) permanently remus
from service and cap this well. and cap another well whtelt had never been used as a putablc
suuree al supply; (ii) relinquish any legal claim or interest that (TWO ma_v others is possess in
the (`umn1unit_y Center Well; and (iii) gene an option tot FIISD te .taluim :me uf tote wells at a
future date at tau market value. (CWC 114 nwgmved a net gain of $160.000 related to this
seNlctuent anwnmu .Md has established a ngulatow liahtlit) br the remaining 1760.
pnullue ACL wtiew ml' this meter

Gain nn settlement for removal of wells:
l~uunwin lulls Sanitary District ("FllsD") is a political subdivision Llf the Stale ul'Arizona ah = I
provides sanllary sewer service lo cunomcrs residing within CCIWCls mater service area. in
connection with its sanitary system. FIISD constructed a recharge qsicm vullereby it rechames

I ) In order for FHSD Lu secure
Aquifer Prule\.1inn Pemzir lot ins recharge system. l-TISD requested (`('WC' to permanently

3. l  t i l itv Plant

Hne f.»llnvliiI.| U1h10 draws Thu (`umpanyls utility play h> major class as of December 31 . "(lob:

Lam!
Source of water supply

Pumping

Vi air treatment

Trammi~-i< n and distribution

Ulllcr pmpeny and equipment

.\c:umuIal4d depreciation
('onsrrucnon work in progress

'1-77.857
4.966.0 IN

s..s23.as5
."75.225

32.31°.760
L87U,998

5l.0"U.7l4
U 4.947.296)

..24L397
38.314.815



ChaparralCity Water Company
Notes to Financial Statements
December31, 2006

4. Long-term Debt

Authnnty Bonds. The Bond Agreement. among other thin8il 0) requires CCWC to maintain
sell, lase or

drspuse of assets. merge with another cnrpnrariorL and (iii) restricts the pa) went ofditidends.
CCWC maintains a debt service resent: fund with a balance of$6S8.306 at December 3 I. 2006.
Amounts are classified as non-current restricted cash ml the balance sheet. Tilt: loam and trust
agreement contains restrictive ctn cants. including the maintenance of debt service coverage
rmiu of " 0. as defined in the loan and trust agreement. calculate anmullv at war end As rt
lkcentlnu 3] _ "006.CCWC ans in cumplianee with all cm enacts under the loan and trust
uwccrnent.

Industrial Development Authority Bonds
Substantially all of utility plant is pledged as collateral for CCWC's lndustlid Develnpunent

w 8*
certain financial helios: lil restricts CCW("s ability to incur dolt and mau: liens.

retains the right Lu use the dcliverv .Md storage. s: stem for an uaupcciliod lime period

Repayment Contract
In 198-1, CCWC enlcrcd :mo an agreement with the United States Bureau of Reclamation for
wn>1nlenun of a deliver; and Sta-rage 4y>tcm in tr.m~pnrl Central Arizunn Project ("CAP°`) sealer
to CL WL"<t property (the "Dalt\ cry Ag..n.-ement"l. Lu connection there it, a repayment
ubligulit n was incurred l\_\ (CWC related to cunslructinn costs plus. interest. CCWC' made the
linn p lymttnt in this obligation in 1006. Interest accrued at a mu o1°3.34% per annum. The cost
\»| the enn~trucr.ed assets is recorded as utility plant. Under the terms. olltlle Delivery Ag-cement.
L ctvc _
euntlltiunal upon meeting oenain obligariune including making selleduled principal and interest
repayments lot the eonstruetiun ctlsls and operating and maintaining the >> spent. The Deliver;
Age:ement Alan prntides that the United States Bureau ml Reclamation retains uv.nership al' the
4 MQ1II.
tsilh a balance nllS6'l,7S5 at December 3 l. "UOb. "ala amount is classified as pan Rf' non-current
restricted cash on the balance sheet.

Punuanx m this Al_r.rcam¢nL (°CWC cunlmues Lu nuinram | debt service reserve fund

Masluritics- of lcvng-term debt oulstzmding al December 3 I, "006 are ea follows:

2007

2008

2009

2.010

"UI 1

'l hcrcafler

S "8D.000

300.000

310.000

330.000

345.000

.300.000

Less - current portion

s

6.865.0110

880.000)

6.585.000

IN



Chaparral City Water Company
Notes to FinancialStatements
December31, 200s

Dividend Limitations

L'C\\*(̀  is suhiect Lu contractual restrictions on its ability to pay dividends. CCWC's maximum
ability lo distribute dividends is limited to maimcnance ono more than 55% debt in the capital
structure for the quarter immediately preceding :lie distribution. The ability otlCCWC to pay
dividends is also restricted by Arizona law. Under restrictions of the Arizona tests, appmxintatcly
$6 6 lnillinn was uvailnbk to pay dividends to AWR at December 3 I. 2006. Contractual
rest ictiuns are Ute most restrictive. Tltcre were no dividends distributed from C CWC tn AWR in
"UOb.

l`atc< in Income

('f'\\. r' i. inLlutL'd in AW'R'> cunsolidattcd lbderal inhume tax return. C(_l\A'f` [ilea an Ari/un.l
~.t:\te inuxmc lax rt.°lurl\ (.Y..'\\'l.Jls federal tax provision and liabililg are cnmptttcd .as if it lilcd a
supantte reno tr. Incurs lax expe.-me includes the current tax linbilit_\ from opcmlions, the change
rn at-lerrul income uvcs during the year, and the rcductinn in goodwill during the year (as
dl-cuasud uutlcr"Goodwill"). C'C`\\ L` applies the provisions of Sl~AS NJ. ION. As. cnurumgfur
In ume 72r.u'\'. which require the me fan asset and liability aIJpro.lcl\ in accounting for income
l.t\U>. 'l'llls approach requires the recognition of deTen'cd lax assets and liabilities for the expected
Future Tm cum;-qucncus of cvunts that have been ntcngnizcd in CC\\ C's Rancid ~\tatem¢-nts or
My renln\h.

The significant cnrnponcnls al the defcmnd lax as>el~i :Md liabilities as reflected in the halunce
shccl at Decenihcr 3 l, "lJ06 mum.

Dderrcd ion assets

Cunlrihutions and advances

(Jlhct property related

Utlwr Ilonpropcrly related

s l.672.0!5

36.302
65.717

1.774.034
Deferred Jan liabilities

Goodwill

Fixed assets

Clasher properly related

Other

Accumulated deferred income taxes - ne! as

(3.1 l9,603)

lIZ,59l.857)

(6.605)

(90,355)

(5,800.420]

(4,034,386)
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Chaparral city Water Company
NotestoFlnancial Statements
December 31, 2006

The current and delhmed components of income lax c\pum: were as follow s.

Current pin inion

Federal

Stare

Total current tax c\pensc

146.'67

I SO

146.4 la

Deferred provision

fcnleral

Sum;

brutal deferred tax eqwmc

1114,6191
(l6,893J

(131,512)

Bnnelit :applied to reduce goodwill 226.869

Total income to\ empcnac s 4.774

1 he ll.-dural statutory rate differs from the elTeclive raw primarily due no stale loxes. net al' llderal
hcneEr, and ad_lustmunts resulting from the complclinn in 2006 of the lm~mal Revenue Service
:Md .lninr Unlnniinul: of Taxaliun reviews of an amended "00l federal rclum lilcd in "(l05

l°ImpIu_\ cc Bcucfit Plans

'JIM C Luis 11 defined benefit plan (the "Plan") that provides eligible employ yes of GSWC :Md its
nttiliutes, including CCWC, monthly benefits upon nnircntem based on average salaries and
length ul'sen'ice. Pension cos! of the Company is based on an allocation from GbWC of the total
c1-..t related to the Plan. The allocated pension cost for CCWC was Sl52.306 for the year ended
Dwenther 3 l . "006. Information regarding accumulated and projected benefit obligations is not
prepared at the subsidiary level. Annual contributions are made to the Plan. tthielt comply with
the funding requirements of the Employee Rctinement Income Security Act (*ERISA"). All
active employees are also offend medical. dental, and vision care benefits through various
medical insurance plans.

r'r°wc
employ,hes of GSWC and its affiliates may invest a percentage of their pay, up to a maximum

> cslmcnl
Company conuibuliuns lo the 401(k) are based upon a percentage of individual

ms nlsn indudcd in GSWCls 40l{k) lnve§tlnun! Incentive Program, under "his

. ~nl _ _ . . . .  | . 1
pro °"b¢4 h\ lava. m an lmcstmeut program managed by an nulsxde my

°m I -- - ' .. . . ̀P ") " crmunbulxons, The Company contnbutnous no the 40I(k) plan for 2006 totaled $20.209.

14



chaparral City Water Company
Notes to Financial Statements
December 31, 2006

S. Related Party Transactions

CCWC henelirs from customer service. regulatory affairs. human resources, Maurtlnce. legal,

GSWC and reimbursed by (TWC. GSWC allocates these cnsrs to CCWC using agreed upon
h utility plant.

espenses and labor costs Ffnur-thcwr method") that was established by the California Public
Utilities Commission for regulated companies. The costs for these services, including allocated
ans! for the employee benefit plans discussed above. were S I .29".-136 for the year ended
December 1 ' "00l» and have been inclmled ill other operating expenses and general ad
.ldrmnlsl':lll\ c expenses.

emp1l*>'°¢ bcndils. management, accounting and Iinlncid services provided and paid for by

allocation favors band lm .1 weighted me calculated from customer numhclt.

(`nnm1itn\cms and Vcmlingcncies

VCWC nbluins ms "aler supply from two operating v» ell: and from Columdo River "utur
duhvcrcd by Le: Central Arizuun Project ("CAP"). The majurily at L`(`\\ CO water svnrb is
obtained from its CAP allocation ad wellwiner is used for peaking capacity alexcessof
lr¢.mnem plant capability. during lrcalmcnt paul shutdown, and tu keep the "dl :.y~etem in
optimal upcraling condition.

CCWL l1.-4» am ms>urc¢l water supply designation, b, decision and order of the Arian fa
lJq1:trtmcnl al '  Water Resnuncs ("ADWR"). providing in pan that, subject m its rcquireniunte.
(1 `\ \  P his a suf l ielent supply of groundwater and CAP mater which i» physical),  ctmtit tuuuely
.Md luyalh uwilable to »all.sl§ eummt and wmnlitted demands Ni its Ctl it t l t lwrs. plus at least two
3,c.us sir lnt:cli.:ted dim:uul¢t. tor 100 years On April 7. "OM Thu -\DWR issued at decisive tr
cunlinning that CCW( has demonstrated the physical. legal and continuous. availabil i ty o1.L Al'
t \ . l lcr :Md gmundwulcr 11 at aggregate volume of 9.8"8 acre-feet pct year for a minimum of 100
)c.tr~t.

C c'wc' has a long term water supply contract with the Cemml Arizona Wall Consign-atinn
District (the "District") through September 2013, and is entitled to lake 6.978 acre feet of water
peryear Ii-om the CAP. [he maintenance rate br such water delivered is set b) the District and is
.uhicct to annual increases. The estimated remaining commitment under this contract is S5.3
million as of becurnbcr 3 l. 2006 with an estimated annual payment of St95,000.

The Arian fa Water Scttlcmem Act was signed into Iuw in December "0ll4. This legislation
provides for the additional CAP allocation lo CCWC in the amount of 1,931 act-feet per year.
In order to receive this additional allocation, CCWC must enter into a revised contract vs it the
lli.»tn'el. (`(IW(.' is not-Ling on an amendment with the District to purchase the 1,931 acre-feet of
water per year of adtlitionul CAP water rights for an estimated amount Rf SLI million as of
December 31, "0fl6. 'lite price is subject to further adjustmertl and is expected to increase until

wt
uillt the District is executed. CCWC expects to apply to the ADWR to modify and increase its

ear.

Final written ugn.'ement is executed, 'his is anlicipucd tn he in 2007. Once a rcvased could

daigrsution of assuredsupply from 9.8"8acre-feet per year no I 1.759acre-feet pery

IN



Chaparral city Water Company
Notes to Financial Statements
December 31,2006

Notwithstanding an assured water supply designation. CCWC's water supply may be subject to

In the
e\ am of interruption nr reduction of CAP water. CCWC can rely on its well water supplies [Br

he intemnptcd or cL\l1aflcd, pursuant tn the pron visions of its tariffs CCWC has the

accounted for in (`CW(_"s

imerruplinn or reduction, iI\ particular ow hug to inlenuption or reduction oIICAP water,

shun-lenn periods. However. the quantity of water CCWC supplies to some or all of its
customers may
pl1_v>i»al capability lo deliver water in excess of that "his is currently
a>sured wnlcr >vppl>' account.

CCWC is involved from time to time in claims and litigation. both asplaintiff and defendant. in
:he ordinary course of business. Management is of the opinion that Lhc outcome of such litigation
will not haw a malcdal udvcrsc effect upon CCWC3 results of operations, financial position or
Lash Hows.

16





Chaparral City Water Company
Financial Statements .
December 31, 2007.

s

1

I



Statement of Capitalization ..

Balance Sheet

Financial Statements

Report of Independent Auditors ..

Chaparral City Water Company
Index
December 31, 2007

. . . . . . . . . . . . . . . . . . . . . . . . . . . 2

1

Pags(s)

.1

Statement of

Statement of Changes in Common Stockholder's Equity ..

Statement of Cash Flows ..

11 .s

6
i
Notes to Financial Statements lll1¢l¢Olu¢»»I»l»»1¢l¢ 1



RQICEW-UERHQUSECQDPERS

PlioewatarhouseCoopors LLP
350 South Grand Avenue
Los Angles CA 90071
Telephone(213)3566000
Facsimile (813) 637 4444

Report of Independent Auditors

To the Board of Directors and Stockholder of
Chaparral City Water Companyz.

In our opinion, the accompanying balance sheet and statement of capitalization and the related
statements of income, common stockholder's equity and cash flows present fairly, in all material
respects, the financial position of Chaparral City Water Company ('the Company') at December 31 ,
2007, and the results of its operators and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America. These financial statements
are the responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audit. We conducted our audit of these statements in
accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

Ama 7, 2008

1
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Chaparral City Water Company
Balance Sheet
December al, 2007

we plant
Less: accumwated depreciation
Construction work In progress

Net utility plant

s 59,065,288
(16,787,559)

e4e.saa
43.214857

'Other Property and Investments
Goodwin
Rastlictsd cash

11.353,429
728.775

12.082204

CurrentAssets
cash and cash equivalents
Restricted cash
Accounts recelveble, net of allowance of $20,177
Inter-company renewable from GSWC
Inter-company taxes receivable ham AWR
Unblll6d revenues
nhterlels and supplies
Prepaid expenses and other current assets
Deferred lncame taxes - current
Regulatory sera - current

Total current meets

i

14.44a
as4,aso
160,731
792,454
338.846

18,908
157,116
a1,s1a
21 .QQQ

1 ~e;w.5a'7

Other Assets
Debt Issuance costs

Totalassets

397.519

9 =~7 #nm 448

Capltallzaltlon and Llabllltlas
Common stockholder's equity
Long-tanm debt, less current mamurlties

Total capluallzatinn

s 26,651,248
4.245.000

32.942948

K3unrent Llabllities
Long-tenm debt, current
Aueoums payable
Bank ovenqlraits
lnoane taxes payable
Inter-company loan payable to AWR
Aeolus employee expenses
Acewed pngpeny www
Accrued Interest
Other

Commitments and contingencies (Note 9)

Tom: current llablllfies

aoo,000
276,945
39.510
4,ns

1,650,000
91,a11

108,781
a1.se9

174.913
2.974.414

Other cans
Customer depaslm
Advances for ccnsuucllon
Contrizullons In Asa a construction, not
Defer ad Income taxes
Income was payable
Hetaulaww uawlues
Other

Total other credits

699,821
5.562.045

111833,517
a,eee,es4

164.712
557,144
A n n a

99 ma 676

Total capliarnzalion and liabilities s ...5r nnq S38

The accompanying néies are anintegral pan of these financial statements.
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Chaparral City Water Company
Statement of Capitalization
December al , 2007

Common stocldlolder's equity
Common stock, par value $10, 2,500,000 shares authorized,

460,814 shares issued and outstanding
Additional paid-in capital
Retained earnings

$ 4,603,140
14,946,900
7,107/208

215,657,248

Long-term debt
Industrial Development Authority Bonds

Series 1997A term bonds, due December 1, 2011 (5.20%)
Series 1997A term bonds, due December 1, 2022 (5.40%)
Series 1997B tem bonds, due December 1, 2022 (5.30%)

1 ,000,000
4,610,000

975,000

Total long-term debt

Less: current maturities

6,585,000

(300900)

6.2B5.000

332392248

Long-term debt, less current maturities

Total capitalization

The accompanying notes are an integral pan of these financial statements.
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Chaparral City Water Company
Statement cf Income
Year Ended December al , 2007

Operating revenues
Sales of water $ 7,704,041

Operating expenses
Purchased water
Power purchased for pumping
Other operating expenses
General and administrative expenses
Maintenance
Depreciation
Property arid Qther taxes

856,379
617,934
601,824

1 ,940,670
s37,446

1 ,684,820
274,451

6,513,524
u

Operating Income 1,190,517

Dther Income (expense)
Interest Income
Interest expense

49,322
(479,814)
(430,492)

Income from operations before Income tax expense 760,025

Income tax expense 295,012

Net Income
$ 465,013

The accompanying notes are an integral part of these financial statements.
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Chaparral City Water Company
Statement of Changes in Common Stockholder's Equity
Year Ended December 31, 2007

Common
Stock

Additional
Paid-in
Capital

Retained
Earnings Total

Balance, January 1, 2007

Cumulative effect of adopting FIN 48

Net income

Stock-based awards, net of tax effect

Balance, December 31, 2007

$4,603,140 $14,929,468 $ 6,646,572

(4,377)

485,013

$26,179,180

(4,377)

465,013

1'/.432

$2§.55Z.24B52893119 $. 1.191.205

The accompanying notes are an integral part of theseFinancial statements.
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Chaparral City Water Company
Statement of Cash Flows
YearEnded December 81, 2007

$ 465,013

1 ,B84,820
6,699

(236,124)
260,445
26,500
3,664

Cash flows from operating activities
Net income
Adjustments for non-cash items:

Depreciation
Provision for doubtful accounts
Deferred income taxes
Tax benefit on goodwill
Amortization of debt issuance costs
Stock-based compensation expense
Changes in operating assets and liabilities:

Accounts receivable
Unbilled revenues
Materials and s`upplies
Prepaid expenses and other current assets
Taxes receivable/payable
Regulatory assetsAiabiIItles
Other assets
Accounts payable
Inter-company receivables/payables
Customer deposits
Dther liabilities

Net cash flows provided by operating activities

(10,192)
(8,879)

613
35,369

240,833
(30,681 )
19,649

(31,294)
(129,681)
(120,524)

(3.660)
2,172,570

Cash flows from Investing activities
Capital expenditures
Change in restricted cash
Change in debt reserve fund

Net cash flows used in investing activities

(2,848,217)
(1,182)

(714)
(2,850,113)

Cash .flows from financing activities
Bank overdrafts
Tax benefits from exercise of stock~based awards
Receipt of advances for and contributions in aid of construction
Refunds on advances for construction
Net change in inter-company borrowings
Repayments of long-term debt

Nat cash flows provided by financing activities

39,510
13,070

483,756
(200,223)
250,000
1ze0.Q00»
286,113

Decrease in cash and cash equivalents (891,430)

3911430Cash and cashequivalents atbeginning of year

Cash and cash equivalents at end of year

Supplemental disclosure of cash flow Information
Interest paid
Incometax paid, net of refunds

$
$

442,103
16,788

The accompanying notes are an integral part of these financial statements.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

1. Summary of Significant Accounting Policies

Nature of Operatlons
Chaparral City Water Company ("CCWC") is a wholly owned subsidiary of American States Water
Company ("AWR"). Prior to October 11, 2000, CCWC was a wholly owned subsidiary of MCO
Properties Inc. ('MCO'). On October 10, 2000, AWR completed the acquisition of all the common
stock of CCWC from MCO for an aggregate value of $31 .2 million, including assumption of
approximately $12 million in debt. The acquisition was accounted for as a purchase and the
assets acquired and liabilities assumed have been recorded at their estimated fair values.
CCWC is an Arizona public utility company engaged principally in the purchase, production,
distribution and sale of water. The Company serves approximately 13,000 customers in Fountain
Hills, Arizona and a portion of the City of Scottsdale, Arizona. Regulated by the Arizona
Corporation Commission ("ACC"), CCWC is required to provide service and grant credit to
customers within its defined service area.

Basle of Presentation
The preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America requires the use of estimates and assumptions that
affect (i) the reported amount of assets and liabilities, (ii) disclosure of contingent assets and
liabilities known to exit as of the date the financial statements are published, and (iii) the
reported amount of revenues and expenses recognized during each period presented. Actual
results could differ from those estimates.

Regulatory Accounting
The Compares accounting policies conform to accounting principles generally accepted in the
United States of America, including the accounting principles for rate-regulated enterprises, which
reflect the ratemaking policies of the Acc, and are maintained in accordance with the Unifoml
System of Accounts prescribed by the ACC. CCWC Is subject to regulation by the ACC to the
extent necessary to enable the ACC to determine that CCWC's rates constitute reasonable costs

.to its customers. Accordingly, CCWC is subject to the provisions of Statement of Financial
Accounting Standards ("SFAS") No. 71 , Accounting for the Effects of Certain Types of
Regulation. CCWC does not use regulatory balancing accounts in its rate filings with the Acc,
which would represent amounts due to or from its customers based on differences between
actual costs and costs assumed in its rate structure, and accordingly, no such accounts are
recorded in the accompanying financial statements. Deferred rate case expenses are capitalized
as regulatory assets and amortized as specified by the ACC for rate-mal<ing purposes.

Cash and Cash Equivalents
Cash equivalents consist of highly liquid money market instruments with original maturities of
three months or less. At times, cash and cash equivalent balances may be in excess art federally
insured limits. The Company's cash and cash equivalents are held with financial institutions with
high credit standings.

Restricted Cash
In accordance with the terms of its long-term debt agreements, CCWC is required to maintain
amounts on deposit in a trust account (the Debt Service Reserve) for payment of principal and
interest (Note 4). The funds in this account will be maintained until such time that the terms of the
financing agreement are Tully satisfied. These amounts are classified as "restricted cash' in the
balance sheet.
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2007

At December 31 , 2007, CCWC held $14,443 of restricted cash representing interest earned in
excess of the required balance on the Debt Service Reserve related to the Industrial
Development Authority. In accordance Rh the requirements of the bond indenture, thisbalance
can only be used to pay the next regularlyscheduled debt payment.

Accounts Receivable .
Accounts receivable is reported on the balance sheet net of any allowance for doubtful accounts.
The allowance is based on CCWC's evaluation of the receivable portfolio under current
conditions and review d specific problems and such other factors that, in our judgment, deserve
recognition in estimating losses. During 2007, CCWC added $6,699 to the allowance for doubtful
accounts and wrote-off $11 ,833, net of recoveries.

Materials and Supplies
Materials and supplies are stated at the lower of cost or market. Cost is computed using average
cost.

Utility Plant and Depreciation
CCWC capitalizes as utility plant the cost of additions and replacements of retirement units. Such
costs include labor, material, and certain indirect charges.

depreciation rates for CCWC's utility plant. Depreciation expense, reflected as a percentage of

repairs are expensed as incurred. Replaced or retired property costs are charged to the
accumulated provision for depreciation.

Depreciation is composed utilizing the straight-line method at rates based on the estimated useful
lives of the assets as prescribed by the ACC. Effective October 1. 2005, the ACC approved new

the aggregate depreciable asset balances, was 3.3% in 2007. Expenditures for maintenance and

Impairment of Long-Llved Assets
Long-lived assets are reviewed for impalement annually or whenever events of changes in
cirwmetances indicate that the carrying amount of an asset may not be fully recoverable in
accordance with SFAS No. 144, Aooountlhg for the Impairment or Disposal of Long-Lived Assets.
CCWC would recognize an impairment loss only tr the carrying value amount of a long-lived asset
is not recoverable from its undiscounted cash flows. An impairment loss is measured as the
excess of the carrying value over the fair market value of the long-lived asset. Management
judgment is involved in both deciding it testing for recoverability is necessary and in estimating
undiscounted cash flows. For the year ended December81, 2007, there was no impairment loss.
Periodically, ccwc also reviews for possible impairment its utility plant in sewlce in aocordanee
with SFAS No. 90, 'Regulated EnterpriSes - Accounting for Abandonments and Disallowances of
Plant Costs' During 2007, there were no write-ofts due to disallowances by the ACC.
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

Goodwill
At December 31, 2007, CCWC had $11,353,429 of goodwill. The goodwill represents the
difference between the aggregate purchase price and the fair value of CCWC's net assets
acquired by AWR in October 2000. Goodwill is reduced on an ongoing basis to reflect the total
tax benefit realized from amortizing, for tax purposes, the excess of tax over book goodwill basis
in accordance with SFAS No. 109, Accounting for Income Taxes. In accordance with SFAS
No. 142, Goodwill and Other Intangible Assets, goodwill is tested for impairment at least annually
on December 31 and more frequently if circumstances indicate that it may be impaired. The
goodwill impairment model is a two-step process. First, it requires a comparison at the book
value of net assets to the far value, using the terminal value method, of the related operations
that have goodwill assigned to them. If the fair value is determined to be less than book value, a
second step is performed to compute the amount of the impairment. In this process, a fair value
tor goodwill is estimated, based in part on the tar value of the operations used in the first step,
and is compared to its carrying value. The amount by which carrying value exceeds fair value
represents the amount of goodwill impairment. The current year analysis indicated no
impairment.

Revenue
CCWC records operating revenues when the service is provided to customers. Revenues Include
amounts billed to customers on a cycle basis based on meter reading lot services provided and
unbilled revenues representing estimated amounts to be billed tor usage from the last meter
reading date to the end al the accounting period. Actual usage may vary from this estimate.

Advances fur Construction & Contributions~in-aid-of-Construction
Advances for construction represent amounts advanced by developers, which are refundable
over 10 to 20 years. Refund amounts under the contracts are based on annual revenues from
the extensions. After all refunds are made, any remaining balance is transferred to contributions-
in-aid of construction. During 2007, $2,558,793 of advances that expired were transferred to
esntNbutions-in-aid of eortstructicri. Ccrttributicns=in=aid of ccrtstructicre are similar to advances,
but require no refunding and are amortized over the useful lives d the related property.

Debt Issuance Coats ..
Orland debt issuance costs are capitalized and armored over the lives of the respective issues.

Related Party Transactions
CCWC receives various services from its parent, AWR, and from Golden State Water Company
('GSWC"), a wholly owned subsidiary al AWR. In addition, AWR has an $85 million syndicated
credit facility. AWR borrows under this facility and proWdes funds to CCWC in support of its
operations. Amounts owed to AWR for borrowings under this facility total $1 ,e50,000 as Of
December 31, 2007 and are included in CCWC's inter-company parables on the balance sheet.
The interest rate charged to CCWC is sufficient to cover AWR's interest cost and r the credit
facility. GSWC ds allocates certain corporate office administrative and general costs to CCWC
using agreed upon allocation factors based on a weighted rate calculated from customer
numbers, utility plant, expenses and labor costs ("four-factor method") that was established by the

2007,
intercompany receivables included $160.731 due from GSWC related to these allocations.
California Public Utilities Commission for regulated companies. As of December 31 ,

9
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2007

New Accounting Pronouncements
In September goos, the Financial Accounting Standards Board ('FASB") issued SFAS No. 157,
"Fair Value Measurements". SFAS No. 157 defines fair value, establishes a framework for
measuring fair value in accordance with generally accepted accounting principles, and expands
disclosures about fair value measurements. SFAS No. 157 is effective for financial statements
issued for fiscal years beginning after November 15, 2007. CCWC will implement the new
standard effective January 1, zoos. CCWC is currently evaluating the impact, if any, that
SFAS No. 157 may have on its future financial statements and disclosures. In February 2008
the FASB delayed the effective date of SFAS No. 157 for certain nonfinancial assets and
liabilities until January t, zoos.

InFebruary 2007, the FASB issued SFAS No. 159, 'The Fair Value Option for HnanciaIAssefs
and Financial Liabilities". SFAS No. 159 allows measurement at fair value of eligible financial
assets and liabilities that are not otherwise measured at fair value. The election to measure a
financial asset or liability at lair value can be made on an instrument-by-instrument basis and is
irrevocable. The difference between "carrying value' and "fair value' at the election date is
recorded as a transition adjustment to opening retained earnings. Subsequent changes in fair
value are recognized in earnings. SFAS No. 159 also establishes additional disclosure
requirements designed to facilitate comparison between companies that choose different
measurement attributes for similar type assets and liabilities. SFAS No. 159 is effective for
CCWC's fiscal year beginning January 1, 2008. CCWC is evaluating the potential impact of
SFAS No. 159; however, this standard is not expected to have a material impact on CCWC's
future financial statements.

InDecember 2007, the FASB issued SFAS No. 141 (R) (revised 2007), "Business Combinations'
SFAS No. 141 (R) establishes principles and requirements for how the acquirer of a business
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, and any no controlling interest in the acquired. SFAS No. 141(R) also provides
guidance for recognizing and measuring the goodwill acquired in the business combination and
determines what information to disclose to enable users of the financial statement to evaluate the
nature and financial effects of the business combination. SFAS No. 141 (R) is effective for
financial statements issued for fiscal years beginning after December 15, 2008. Accordingly, any
business combinations CCWC engages in will be recorded and disclosed following existing
accounting standards until January 1, 2009.

In December2007, the FASB also issued SFAS No. 160, "Noncontrolling Interests in
Consolidated Finandel Statements-an amendment ofAFlB No. 51". The objective at SFAS
No. 160 is to improve the relevance, comparability, and transparency of the financial information
that a reporting entity provides In its consolidated financial statements by establishing accounting
and reporting standards for the no controlling interest in a subsidiary and for the reconsolidation
of a subsidiary. This statement applies to all entities that prepare consolidated financial
statements, except not-for-profit organizations. SFAS No. 160 amends ARB 51 to establish
accounting and reporting standards for the nor controlling interest in a subsidiary and for the
reconsolidation of a subsidiary. It also amends certain of ARB 51 's consolidation procedures for
consistency with the requirements of SFAS No. 141(R). CCWC is evaluating the potential impact
of SFAS No. 160, however, this standard is not expected to have any material impact on CCWC's
future financial statements and disclosures.
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2007

2. Regulatory Matters

In accordance with accounting principles for rate-regulated enterprises, CCWC records regulatory
assets, which represent probable future revenue associated with certain costs that will be
recovered from customers through the ratemaking process, and regulatory liabilities, which
represent probable future reductions in revenue associated with amounts that are to be credited
to customers through the ratemaking process. Regulatory assets, less regulatory liabilities,
included in the balance sheet are as follows as of December 31 , 2007:

Defined general rate case costs
Asset retirement obligations
Gain on settlement for removal of wells

$

$

222.293
51 ,sea

(760,000)

(486,144)

Deferred General Rate Case Costs
Deferred rate case expenses are capitalized as regulatory assets and amortized as spec fied by
the ACC for rate-making purposes.

Asset Retirement Obligations
Effective January 1, 2003, CCWC adopted SFAS No. 143, 'Amounting for Asset Retirement
Obligations' Because retirement costs have historically been recovered through rates at the time
of retirement, upon implementing SFAS No. 143, the cumulative effect was reflected as a
regulatory asset. CCWC will also reflect the gain or loss at settlement as a regulatory asset or
liability on the balance sheet.

Gain on settlement for removal of wells
Fountain Hills Sanitary District ("FHSD") is a political subdivision of the State of Arizona that
provides sanitary sewer service to customers residing within CClNC's water sewioe area. In
connection with its sanitary system, FHSD constructed a recharge system whereby it recharges
treated effluent through multiple aquifer storage and recovery wells. In order for FHSD to secure
an Aquifer Protection Permit for its recharge system, FHSD requested CCWC to permanently
cease using one of its wells. As a possible replacement for this well, FHSD constructed a new
well adjacent to the community center ("Community Center Well"). However, this well was not
able to produce an equivalent amount of water to CCWC's well that was taken out of production.
Accordingly, in February 2005, CCWC entered into an agreement with FHSD whereby CCWC
agreed to permanently remove from service this well and in return CCWC received a settlement
fee of $1 ,520,000 from FHSD. Pursuant to the agreement, CCWC will: (i) permanently remove
from service and cap this well, and cap another well which had never been used as a potable
source al supply, (ii) relinquish any legal claim or interest that CCWC may otherwise possess in
the Community Center Well; and (iii) grant an option to FHSD to acquire one of the wells at a
future date at lair market value. CCWC has recognized a net gain at $760,000 related to this .
settlement agreement and has established a regulatory liability for the reruning $760,000
pending ACC review of this matter.
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Chaparral City Water Company
Notes to Financial Statements
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3. Utility Plant

The following table shows the Compares utility plant by major class as of December 31 , 2007:

$Land
Intangible assets .
Source of water supply
Pumping
Water treatment
Transmission anddistribution
Other properly and equipment

Accumulated depreciation
Construction work In progress

$

271,857
1 .316,797
5,023,466
4,690,828
8,686,371

37,217,186
1 ,858,780

59,065,283
(16,737,559)

94,533

43,274,257

4. Long-term Debt

Industrial Development Authority Bonds
Substantially all of utility plant is pledged as collateral for CCWC's Industrial Development
Authority Bonds. The Bond Agreement, among other things, (i) requires CCWC to maintain
certain financial ratios, (ii) restricts CCWC's ability to incur debt and make liens, sell, lease or
dispose at assets, merge with another corporation, and (Iii) restricts the payment of dividends.
CCWC maintains a debt service reserve fund with a balance of $655,760 at December 31, 2007.
Amounts are classified as non-current restricted cash on the balance sheet. The loan and trust
agreement contains restrictive covenants, Including the maintenance at a debt service coverage
ratio of 2.0, as defined in the loan and trust agreement, calculated annually at year end. As of
December 31, 2007, CCWC was in compliance with all covenants under the loan and trust
agreement.

Repayment Contract
In 1984, CCWC entered into an agreement with the United States Bureau of Reclamation for
construction of a delivery and storage system to transport Central Arizona Project ("CAP") water
to CCWC's property (the 'Delivery Agreement"). In connection therewith, a repayment obligation
was incurred by CCWC related to construction costs plus interest. CCWC made the final payment
on this obligation in 2006. Interest accrued at a rate of 3.34% per annum. The cost of the
constructed assets is recorded as utility plant. Under the terms of the Delivery Agreement,
ccwc retains the right to use the delivery and storage system for an unspecified time period
conditional upon meeting certain obligations including making scheduled principal and interest
repayments for the construction costs and operating and maintaining the system. The Delivery
Agreement also provides that the United States Bureau of Reclamation retains ownership of the
system. Pursuant to this Agreement, CCWC continues to maintain a debt service reserve fund
with a balance of $73,015 at December 31 , 2007. This amount is classified as part of non-current
restricted cash on the balance sheet.
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Maturkies of long-term debt outstanding at December 31, 2007 are as follows:

$2008
2009
2010
2011
2012
Thereafter

\`0

Less - current portion

300,000
310,000
830,000
345,000
as5,000

4,935,000

6,585,000
(3001000)

e,285,000$

Dlvldend Llmltations

CCWC is subject to contractual restrictions on its ability to pay dividends. CCWC's maximum
ability to distribute dividends is limited to maintenance of no more than 55% debt in the capital
structure for the quarter immediately preceding the distribution. The ability of CCWC to pay
dividends is also restricted by Arizona law. Under restrictions of the Arizona tests, approximately
$7.1 million was available to pay dividends to AWR at December 31 , 2007. Contractual
restrictions are the most restrictive. There were no dividends distributed from CCWC to AWR in
2007.

Taxes on Income

CCWC is included in AWR's consolidated federal income tax return. CCWC files an Arizona
state income tax return. CCWC's federal tax provision and liability are computed as if it filed a
separate return. Income tax expense includes the cu Trent tax liability from operations, the change
in deferred income taxes during the year, and the reduction in goodwill during the year (as
discussed under "Goodwill"). CCWC applies the provisions of SFAS No. toe, Accounting for
Income Taxes, which requires the use of an asset and liability approach in accounting lot income
taxes. This approach requires the recognition at deferred tax assets and liabilities for the
expected future tax consequences of events that have been recognized in CCWC's financial
statements or tax returns.

4
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Chaparral City Water Company
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The significant components of the deferred tax assets and liabilities as reflected in the balance
sheet at December at , 2007 were:

Deferred tax assets
Contributions and advances
Other property-related
Other nonproperty-related

$ 2,683,486
36,302
52,215

2,772,003
Deferred tax liabilities
Goodwill
Fixed assets
Other property-related
Other nonproperty-related

Accumulated deferred income taxes - net s

(3,869,789)
(2,409,055)

(8,116)
(114,018)

(81400,978)
(3,628,975l

$ 237,549
2e1142

270,891

The current and deferred components of income tax expense were as follows:

Current provision
Federal
State

Total current tax expense

Deferred provision
Federal
State

Total deferred tax expense

(209,074)
(27,050)

(236,124)

Benefit applied to reduce goodwill 2601445

Total income tax expense $ 295,012

The federal statutory rate differs from the effective rate primarily due to state taxes. net of federal
benefit.

In July 2006, the FASB issued FASB Interpretation No. 48 'Accounting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No. 109'("FlN 48'). FIN 48 clarifies the accounting
for uncertainty in income taxes by prescribing the recognition threshold a tax position is required
to meet before being recognized in the financial statements. FIN 48 also provides guidance .on
d recognition, measurement, classification, interest and penalties, accounting in interim periods,
disclosure and transition. In addition, in May 2007, the FASB Staff Position ('FSP') issued FSP
FIN 48-1, 'Definition of Settlement in FASB Interpretation No. 48'- which amends FIN 48 to
provide guidance on how an enterprise should determine whether a tax position is effectively
settled for the purpose of recognizing previously unrecognized tax benefits. Effective January 1.
2007, CCWC adopted FlN 48 and, as a result there, decreased its retained earnings by $4,377.

14



Chaparral City Water Company
Notes to Financial Statements
December al, 2007

The following tableprovides a reconciliation of CCWC's unrecognized tax benefits at
December 31, 2007.

Unrecognized tax benefits at January 1, 2007
Increases as a result of tax positions taken prior to 2007
Decreases as a result of tax positions taken prior to 2007
Increases as a result of tax positions taken during2007
Decreases as a result of tax positions taken during 2007
Decreases relating to settlements with taxing authorities
Reductions as a result of lapses of statute-of-limitation periods

Unrecognized tax benefits at December 31, 2007

None

None

Portion of unrecognized~tax-benefit balance at December 31, 2007 that would
affect the effective tax rate if recognized

None

With the adoption of FIN 48, CCWC continued its policy of classifying interest on income tax
over/underpayrnents n interest income/expense and penalties in 'other operating expenses." At
December 31 , 2007, CCWC included $26,253 of interest parables to taxing authorities in other
liabilities (all as noncurrent). CCWC recognized $14,681 of interest expense to taxing authorities
for the year ended December 31 , 2007. At December 31, 2007, CCWC had no accruals for
income-tax-related penalties and did not recognize any income-tax related penalties during the
year ended December 31, 2007.

CCWC files federal and Arizona state income tax returns. The U.S. federal filings for the years
1997 through 1999 and 2002 came under examination during the first quarter of 2007 as a result
of AWR having filed an amended 2002 return during the third quarter of 2006 for which Internal
Revenue Service ('IRS') and Congressional Joint Committee of Taxation ('JCT') reviews are
required. While the 2002 Tatum was amended primarily with respect to changes to taxable
income for entitles other than CCWC included in the consolidated tax return, certain minor
changes pertain to CCWC. CCWC is unable to anticipate when the IRS and JCT reviews will be
concluded.

AWR's 2004 through zoos tax years also remain subject to examination by the ITS and its 2008
through 2006 tax years remain subject to examination by the Arizona Department of Revenue.

7 . Employee Benefit Plans

GSWC has a defined benefit plan (the "Plan") that provides eligible employees of GSWC and its
affiliates, including CCWC, monthly benefits upon retirement based on average salaries and
length of service. CCWC's pension cost is a percentage of the total cost based on CCWC's
payroll as compared to the total payroll for employees of GSWC and its affiliates. The allocated
pension cost for CCWC was $85,207 for the year ended December81, 2007. lntomiation
regarding accumulated and protected benefit obligations is not prepared at the subsidiary level.
Annual contribinions are made to the Plan, which comply with the funding requirements of the
Employee Retirement Income Security Act ('ERISA'). All active employees are also offered
Medical, dental, and vision care benefits through various medical insurance plans.
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CCWC is also included in GSWC's 401(k) Investment Incentive Program, under which employees
of GSWC and its affiliates may invest a percentage of their pay, up to a maximum investment
prescribed by law, in an investment program managed by an outside investment manager.
Company contributions to the 401 (k) are based upon a percentage of individualemployee
contributions. The Company contributions to the 401 (k) plan for 2007 totaled $54,505.

8. Related Party Transactions

CCWC benefits from customer service, regulatory affairs, human resources, insurance, legal,
employee benefits, management, accounting and financial services provided and paid for by
GSWC and reimbursed by CCWC. GSWC allocates these costs to CCWC using agreed upon
allocation factors based on a weighted late calculated from customer numbers, utility plant,
expenses and labor costs ("four-tactor method") that was established by the California Public
Utilities Commission for regulated companies. The costs for these services, including localed
cost for the employee benefit plans discussed above, were $749,402 for the year ended
December 31 , 2007 and have been included in other operating expenses and general and
administrative expenses.

Commitments and Contingencies

CCWC obtains its water supply from two operating wells and from Colorado River water delivered
by the Central Arizona Project ("CAP"). The majority of CCWC's water supply is obtained from its
CAP allocation and well water is used for peaking oapaclty in excess of treatment plant capability,
during treatment plant shutdown, and to keep the well system in optimal operating condition.

CCWC has an assured water supply designation, by decision and order of the Arizona
Department of Water Resources ("ADWR"), providing in part that, subject to its requirements,
GCWC has a sufficient supply of groundwater and CAP water which is physically, continuously
and legally available to satisfy current and committed demands of its customers, plus at least two
years of predicted demands, for 100 years. Cn April 7, 2oo4 the ADWR issued a decision
confirming that CCWC has demonstrated the physical, legal and continuous availability of CAP
water and groundwater, in an aggregate volume al 9,828 acre-feet per year for a minimum d 100
years.

\

The Arizona Water Settlement Act was signed into law in December 2004. This legislation .
provides for the additional CAP allocation to CCWC in the amount of 1,931 acre-feet per year. In
November2007, a final written agreement was executed and CCWC paid approximately $1 .a
million for this additional CAP water rights. CCWC will file an application with ADWR in 2008 to
modify and increase its designation of assured supply from 9.828 acre-feet per year to 11,759
acrefeet per year.

ccwc has a long-tem water supply contract with the Central Arizona Water Conservation
District (the "District") and is entitled to take 8,909 acre feet of water per year tram the CAP,
including the additional allocation of 1,981 acre-feet per year discussed above. The maintenance
rate for such water delivered is set by the District and is subject to annual changes. On
March 28, 2008, the District published its new rate schedules. Based on the new rate schedules,
CCWC's estimated remaining commitment under this contract is $588,000 as of December 31 ,
2007.
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Chaparral City Water Company
Notes to Financial Statements
December 31 , 2007

Notwithstanding an assured water supply designation, CCWC's water supply may be subject to
interruption or reduction, inparticular owing to interruption or reduction of CAP water. In the event
of interruption or reduction of CAP water, CCWC can rely on its well water supplies for short-term
periods. However, the quantityof water CCWC supplies to some or all of its customers may be
interrupted or curtailed, pursuant to the provisions of its tariffs. CCWChas the physical capability
to deliver water in excess of that which is currently accounted for in CCWC's assured water
supplyaccount.

CCWC is involved from time to time in claims and litigation, both as plaintiff and defendant, in the
ordinary course of business. Management is of the opinion that the outcome of such litigation will
not have a material adverse effect upon CCWC's results of operations, financial position or cash
flows.

*
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1.

Q-

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

A. My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona, 85029.

Q- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A. I am a Certified Public Accountant and am self-employed, providing consulting

services to utility companies as well as general accounting services. In this case, I

am the rate consultant and testifying expert witness for Chaparral City Water

Company ("CCWC" or "Company").

Q- DID YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF

CHAPARRAL CITY WATER COMPANY IN THIS CASE?

Yes, my direct testimony was filed with the Company's application in September,

2007 (Docket No. W-02113A-07-551).

11.

Q-

OVERVIEW.

WHAT IS THE PURPOSE OF THIS TESTIMONY?

To support the Company's motion for interim rates pending the final decision in

this general rate case. I am sponsoring testimony that addresses the Company's

rate base, its income statement (revenue and operating expenses), its requested

increase in revenue, and its rate design and proposed rates and charges for service

for the purpose of establishing interim rates. Interim schedules A through H are

attached to my testimony.

Q- PLEASE SUMMARIZE THE COMPANY'S REQUEST FOR INTERIM

RATE RELIEF?
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FENNEMORE CRAIG
PROFESSIDNAL CORPORATION

PHOENIX

A.

A.



the interim rate application and be conservative, the Company adopted a limited

number of the rate base and operating income adjustments the Company proposed

in its direct filing. The rate base employed in the determination of the indicated

revenue requirement is limited to original cost rate base and the cost of capital

employed is limited to the cost of capital (7.6 percent) approved in the Company's

prior rate case (Decision No. 68176, September 30, 2005).

The result is a proposed interim revenue increase of $1,349,246, or 18.12

percent, over the 2006 adjusted Test Year. The determination of this amount uses

a return of 7.6 percent applied to the interim rate base of $21,599,023. Again, the

Company believes its request is conservative. The proposed interim monthly bill

for a % inch [1 inch] metered residential customer using an average of 8,450

[10,095] gallons would be $38.34 [$57.00] - an increase of $5.97 [$8.86], or

18.43% [18.41%] over the present rates.

Q. PLEASE ILLUSTRATE HOW THE INTERIM REVENUE

REQUIREMENT AND RATE INCREASE COMPARE TO THE

C()MPANY'S DIRECT FILING?

The proposed revenue requirements and proposed rate increases are as follows:

Revenue Requirement Revenue Inch. % Increase

Company-Direct $10,510,100 $3,066,624 41.18%

Company-Interim $ 8,795,674 $1,349,246 18.12%
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Q. WHY IS THE COMPANY SEEKING INTERIM RATES?

Because it needs the money. The Company tiled its most recent application for

new rates on September 25, 2007, using a December 31, 2006 test year, and the

application was found sufficient one month later. The case was then suspended

until late July, 2008, pending the outcome of the remand case concerning

Decision No. 68176. This means that CCWC is still charging rates approved
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nearly three years ago based on a test year ending almost five years ago despite

having filed a rate case a year ago.

Q- BUT NOW THAT THE STAY HAS BEEN LIFTED, WON'T THE

COMPANY GET RATE INCREASES?

I assume so, but when? In another 8 or 10 months? That is too long. Even using

the conservative interim revenue increase, the Company will lose several hundred

thousand more dollars. The stay the Commission approved has already cost the

Company several hundred thousand dollars in revenues. And it needs to be

remembered that even after new rates are approved, a full year of new revenues

will not be realized until at least one year later. It is simply taking too long to

approve rate increases for this Company. The bleeding needs to be slowed, if not

stopped all together.

Q. WHAT RETURNS IS THE COMPANY REALIZING?
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A. The Company had a 3.76 percent return on original cost rate base at the end of

2006. See Schedule Interim A-1. Just as important, the return on common equity

for the 2006 was only 1.93 percent. See Schedule Interim A-2. The low return on

equity continued in 2007, as the Company's audited financial statements shows a

1.74 percent return on equity. See Hanford Interim Testimony ("Hanford It."),

Exhibit A. In Decision No. 68176, this Commission determined that the weighted

cost of capital and the cost of equity were 7 .6 percent and 9.2 percent,

respectively.

The Test Year (2006) in the current case was the first full year in which the

rates approved in Decision No. 68176 were in effect and the Company failed to

earn anything close to the weighted cost of capital or the return on equity. While

the Company recognizes that it is not guaranteed a specific rate of return and

earnings level, it is entitled to an opportunity to earn its authorized rate of return.

FENNEMORE CRAIG
PROFESSIONAL CORPORATION

PHOENIX

A.



The low actual returns are severely impacting the Company's revenues, and its

ability to attract capital. Id at 7. The request for interim rates will help alleviate

the detrimental impact of earnings attrition due to inflation and other cost

increases incurred since 2003, and additional plant investment.

Q. WILL THE INTERIM INCREASE BE ENOUGH TO IMPROVE THE

COMPANY'S FINANCIAL PICTURE?

Not entirely, but if the Commission moves quickly to process and approve interim

rates, then the Company would increase its revenue by roughly $110,000 each

month the interim rates are in place. While that amount is less than half of the

permanent monthly revenue increase sought, right now every dollar would help to

increase the earnings picture. A Company with these sorts of anemic returns is

leaving its shareholders subsidizing service to the ratepayers. on the other hand,

fast processing and approval of interim rates would send the signal that the

Commission does care about the financial viability of all of the utilities it

regulates.
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Q- TO WHAT DO YOU ATTRIBUTE THE LOW EARNINGS LEVELS

DESPITE THE RATE INCREASE GRANTED IN DECISION NO. 68176?

First, before closing its December 31, 2006 test year, the Company had added

over $8.0 million of capital improvements to the rate base the Commission

approved in Decision 68176. The Company also has over $2.2 million of

construction work-in-progress at the end of 2006 (capital provided by the

shareholder) that will not have the opportunity to be recognized until the rate case

after this one. And that does not include the 2007-2010 investment, which I

discuss below. Second, adjusted operating expenses have increased by over

$1 million since the last test year. Hanford It. at 4.

This case illustrates the inherent problem of using historical test years with
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limited out of period adjustments in setting the revenue requirement on a going-

forward basis. Utilities are always behind in getting recognition of investment

and recognition of increases in operating expenses in their revenue requirements.

Combined with lengthy rate proceedings, the lag from the regulatory process often

translates to the Company being unable to am its authorized return because it

simply does not have a reasonable opportunity to earn its authorized return. That

is what we have here.

Q. WHY DOES THE COMPANY NEED TO ATTRACT CAPITAL?

As shown on Schedule Interim F-3, the Company needs to invest over

$6.9 million during the next few years (2008-2010) to upgrade its system and

make improvements. Some of these projects have been delayed due to CCWC's

poor earnings, but not every improvement can be delayed indefinitely without

compromising service.

Q- WHAT WERE THE TOTAL ACTUAL CAPITAL EXPENDITURES FOR

2007?

A. Over $2.8 million. See Hanford It. at Exhibit A. So, from 2007 through 2010 the

Company expects to expend nearly $10 million on plant (382.8 million plus

$6.9 million).
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Q. IN YOUR OPINION, IS IT REASONABLE TO EXPECT INVESTORS TO

PROVIDE CAPITAL WITH THE LOW RATES OF RETURN THE

COMPANY HAS EXPERIENCED?

Not in my view. The cost of equity determined in the last decision was

9.2 percent. Since 2004, the Company's equity returns have been well below this

level. In fact, in 2004, 2005, and 2006, the annual equity returns have been 2.07

percent, 3.82 percent, and 1.93 percent, respectively. See Schedule Interim A-2.

Putting aside that any investor would be reluctant to provide equity capital
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with such low returns and the detrimental impacts of regulatory lag in Arizona,

the Company competes for capital with its sister companies that are located in

California. In California, future test years are used in the rate making process.

The use of future test years mitigates the detrimental impact of lags in recognition

of investment in rate base as well as the detrimental impacts of increases in

operating expenses on earnings. Plus, the shareholders' California operations

have typically been allowed higher returns than those provided by Arizona

regulation. In Golden State Water Company's most recent California rate

proceeding, Golden State Water was authorized a 10.2% return. Decision 08-01-

043 (January 31, 2008), California Public Utilities Commission. You don't need

to be Warren Buffet to figure out that the investors' dollars are better spent in

California than Arizona.
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111.

Q,

SUMMARY OF INTERIM A SCHEDULES.

MR. BOURASSA, LET'S TURN TO THE COMPANY'S SCHEDULES.

PLEASE DESCRIBE THE SCHEDULES LABELED AS INTERIM A, E,

AND F.

The Interim A-1 schedule is a summary of the rate base, adjusted operating

income, current rate of return, and required rate of return, operating income

deficiency, and the increase in gross revenue. Revenues at present and proposed

rates and customer classifications are also shown on this schedule. As the Interim

A-l schedule shows, the indicated revenue increase based on the adjusted interim

operating income and adjusted interim rate base is $l,349,246.

The Interim A-2 schedule is a summary of results of operations for the test

year, prior years, and a prob ected year at present rates and proposed rates.

Schedule Interim A-3 contains the Company's capital structure for the test

year and the two prior years.
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Schedule Interim A-4 contains the plant construction, and plant in service

for the test year and prior years. The projected plant additions are also shown on

this schedule.

Schedule Interim A-5 is the summary of the Company's changes in

financial position (cash flow) for the prior two years, the test year at present rates,

and a projected year at present and proposed rates.

The Interim E Schedules are based on CCWC's actual operating results, as

reported by the Company in annual reports filed with the Commission. The

Interim E-1 Schedule contains the comparative balance sheet data the years 2004,

2005, and 2006.

Schedule Interim E-2, page l, contains the income statement for the years

2004, 2005, and 2006.

Schedule Interim E-3 contains the statements of changes in the Company's

financial position for the test year and the two prior years.

Schedule Interim E-4 provides the changes in stockholder's equity.

Schedule Interim F-l contains the results of operations at the present rates

(actual and adjusted), and at proposed rates.

Schedule Interim F-2 contains the summary of changes in financial position

(cash flow) for the prior two years, the test year at present rates, and a projected

year at present and proposed rates.

Schedule Interim F-3 shows the Company's projected construction

requirements for 2008, 2009, and 2010.

Iv.

Q-

RATE BASE (INTERIM B SCHEDULESW.

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED AS THE B SCHEDULES?

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6 A. Yes. I will start with Schedule Interim B-5, which is the working capital
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allowance. The results produced by the "formula method" of computing the

working capital allowance are shown only for informational purposes on Schedule

Interim B-5. The Company is not requesting a working capital allowance in this

case, as reflected on Schedules Interim B-l and Interim B-2.

Q- HAVE YOU PREPARED A SCHEDULE SHOWING ADJUSTMENTS TO

THE ORIGINAL COST RATE BASE?

A. Yes. Schedule Interim B-2, page 1, shows adjustments to the original cost rate

base. Schedules Interim B-2, pages 2 through 5 are the supporting schedules. The

interim rate base adjustments do not include all the adjustments proposed in the

Company's direct filing, but those that are proposed in the interim rate filing are

the same as proposed in the direct filing (with exceptions noted). Additional

details surrounding these adjustments can be found in my direct filing. See Direct

Testimony of Thomas J. Bourassa ("Bourassa Dt.") at 9-12.

The interim B-2 rate base adjustments are, in summary:

Adjustment number l increases plant-in-service for plant adjustment

approved in Decision No. 68176 that were not recorded on the books.

Adjustment 2 removes deferred income tax amounts related to goodwill.

Since goodwill has not been included in rate base, the related deferred tax

amounts should be removed.

Q- PLEASE CONTINUE WITH YOUR DISCUSSION OF THE RATE BASE.
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A. Adjustment 3 reflects the amortized portion of a regulatory liability of $760,000

established by the Company in 2005. The regulatory liability reflects one-half of

the gain of $1,520,000 as a result of an agreement with the Fountain Hills Sanitary

District. The details of this payment, which was essentially a settlement over the

value of two of the Company's wells, is discussed by Mr. Robert Hanford in his

direct testimony in the Company's direct application. See Direct Testimony of
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Robert Hanford ("Hanford Dt.") at 9-10. I also discuss the basis of the regulatory

liability in my direct testimony. See Bourassa Dt. at 10-11.

Q- WHAT RATE BASE ADJUSTMENTS MADE IN THE DIRECT FILING

WERE EXCLUDED FROM THE INTERIM RATE FILING?

Adjustments to plant-in-sewice to allocate corporate plant, adjustments to

accumulated depreciation including accumulated depreciation on allocated

corporate plant, and adjustments to accumulated amortization of contributions-in-

aid of construction, and proposed Central Arizona Project water allocation costs.

Together, the excluded adjustments would have increased rate base by over

$1.35 million.

v.

Q.

INCOME STATEMENT (INTERIM C SCHEDULES>.

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO

THE INCOME STATEMENT AS SHOWN ON SCHEDULES INTERIM c-

1 AND C-2.
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A. The details of the adjustments are shown on Schedule Interim C-2. The

adjustments are then carried forward to the Interim C-1 schedule, which contains

the adjusted test year income statement. The interim operating income

adjustments do not include all the adjustments proposed in the Company's direct

filing, but those that are proposed in the interim rate filing are the same as

proposed in the direct filing (with exceptions noted). Additional details

surrounding these adjustments can be found in my direct testimony, exhibits and

schedules. See Bourassa Dt. at 13-18.

Adjustment 1 annualized revenues to the year-end number of customers for

each meter size. This adjustment is intended to reflect changes in revenues based

on the number of customers at year-end receiving service during the entire 12

months of the test year. See Bourassa Dt. at 16-17.
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Q- PLEASE EXPLAIN WHY THIS ADJUSTMENT DECREASES

REVENUES.

As was explained in my and Mr. Hanford's direct testimonies, the revenue

annualization reduces revenues due to the fact that at least two golf course

customers are no longer relying on and/or have significantly reduced the use of

potable water for golf course irrigation. The golf courses are instead relying more

and/or exclusively on effluent water. Id. at 17, Hanford Dr. at 7-9.

Q- PLEASE CONTINUE WITH YOUR TESTIMONY ON THE INTERIM

OPERATING INCOME ADJUSTMENTS.

Adjustment 2 removes non-utility revenues and expenses to eliminate the effects

on income taxes.

Adjustment 3 annualized purchased power based on additional gallons from

the revenue annualization described above. Adjustment 3 is intended to match

additional revenues from the revenue annualization.
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Q- WERE THE RATE INCREASES FROM SALT RIVER PROJECT AND

ARIZONA PUBLIC SERVICE THAT OCCURRED IN 2006 AND 2007

CONSIDERED IN YOUR ANNUALIZATION OF PURCHASED POWER?

No. In CCWC's direct filing, the increases from SRP and APS were considered.

See Bourassa Dt. at 18. However, to be conservative for the interim filing, these

increases were ignored.

Adjustment 4 reflects the amortization of the shared gain on the settlement

payment by FHSD discussed above. The amortization period proposed is 10

years. The amortization reduces operating expenses by $76,000 and ultimately

reduces the revenue requirement. Id at 18

Adjustment 5 synchronizes interest expense with the Company's FVRB.

The weighted cost of debt from Schedule Interim D-1 is multiplied by the FVRB
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contained on Schedule B-1 to derive the interest expense for computation of the

income taxes. Id. at 18

Adjustment 6 reflects the change to incomes taxes at the effective tax rate

under proposed revenues .

Q- WHAT OPERATING INCOME ADJUSTMENTS MADE IN THE DIRECT

FILING WERE EXCLUDED FROM THE INTERIM RATE FILING?

The Company's direct tiling includes adjustments to annualize depreciation

expense, increase property taxes to reflect the impact of a revenue increase, and

annualize purchase power not only reflecting the annualized gallons sold but also

reflecting rate increases from SRP and APS. The impact of the excluded

adjustments would have increased operating expenses by approximately $82,000.

RATE DESIGN (INTERIM H SCHEDULES)

WHAT ARE THE COMPANY'S PRESENT RATES

A. The monthly charges at present rates are listed below.

All Classes

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

3/4

1

0

0

0

0

0

0

0

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

1 1/2

2

3

4

6

8

s 13.60

$ 22.70

$ 45.40

$ 73.00

$ 146.00

$ 227.00

$ 454.00

S 730.00
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S 1,043.00

$ 1,980.00

0

0

10

12

Fire Hydrants used for
Irrigatlon $ 146.00 0

Fire Hydrants basic
Service s

$

0.00

10.00

0

0Fire Sprinkler

The commodity charges and tiers by meter size are:

Residential, Commercial and Industrial Class

Meter
Size Tier (gallons)

Charge
per 1,000 gallons

3/4

1

1 1/2

2

3

4

$ 1.68

86 2.52

$ 3.03

s 2.52

s 3.03

$ 2.52

$ 3.03

$ 2.52

$ 3.03

EB 2.52

S 3.03

$  2 .5 2

s  3 .03

$  2 .5 2

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

13

1 4

15

1 6

17

1 8

1 9

2 0

2 1

2 2

23

2 4

2 5

2 6

6

1 to 3,000

3,001 to 9,000

Over 10,000

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

1 to 100,000

Over 100,000

1 to 225,000

Over 225,000

1 to 350,000

Over 350,000

1 to 725,000
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8

10

12

Over 725,000

1 to 1,125,000

Over 1,125,000

1 to 1,500,000

Over 1,500,000

1 to 2,250,000

Over 2,250,000

s 3.03

$ 2.52

$ 3.03

s 2.52

$ 3.03

$ 2.52

$ 3.03

$1.56

$1.56

Irrigation Class

All Meter Sizes All gallons

Fire Hydrant Irrigation and Construction Class

All Meter Sizes All gallons

Standpipe (Fire Hydrants)

All Meter Sizes All gallons

Fire Sprinklers

All Meter Sizes All gallons $2.52

$2.52

WHAT ARE THE COMPANY'S PROPOSED INTERIM RATES?

The monthly charges at proposed interim rates are listed below.

All Classes

Meter
Size

Monthly
Minimum

Gallons included
in Monthly Minimum

3/4

l

0

0

0

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

l 1/2

2

$ 16.11

$ 26.88

$ 53.76

88 86.45
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S 172.89

$ 268.81

$ 537.63

s 864.47

$1,235.12

$2,344.72

0

0

0

0

0

0

3

4

6

8

10

12

Fire Hydrants used for
IrrIgatIon $ 172.89 0

Fire Hydrants basic
Service $

$

0.00

10.00

0

0Fire Sprinkler

The commodity charges and tiers by meter size are :

Residential, Commercial and Industrial Class

Meter
Size Tier (gallons)

Charge
per 1,000 gallons

3/4

1

1 1/2

2

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

3

1 to 3,000

3,001 to 9,000

Over 10,000

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

1 to 100,000

Over 100,000

1 to 225,000

Over 225,000

s 1.989

$ 2,984

$ 3.588

S 2.984

fs 3.588

$ 2.984

$ 3.588

s 2.984

S 3.588

$ 2.984

55 3.588
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4

6

8

10

12

1 to 350,000

Over 350,000

1 to 725,000

Over 725,000

1 to 1,125,000

Over 1,125,000

1 to 1,500,000

Over 1,500,000

1 to 2,250,000

Over 2,250,000

$ 2.984

$ 3.588

$ 2.984

$ 3.588

S 2.984

$ 3.588

$ 2.984

$ 3.588

$ 2.984

s 3.588

$1.847

$1.847

Irrigation Class

All Meter Sizes All gallons

Fire Hydrant Irrigation and Construction Class

All Meter Sizes All gallons

Standpipe (Fire Hydrants)

All Meter Sizes All gallons

Fire Sprinklers

All Meter Sizes All gallons $2.984

$2.984

Q- HAS THE COMPANY PROPOSED A CHANGE IN THE RATE DESIGN?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

No. The interim rates are based on the same rate design the Commission

established for CCWC in the last rate case. The monthly minimum and

commodity rates were increased by the approximately same percentage (there are

very slight differences due to rounding).
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WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED INTERIM

RATES ON AN AVERAGE INCH METERED RESIDENTIAL

CUSTOMER?

m.

The present monthly bill for a % inch metered residential customer using an

average of 8,450 gallons is $32.38. The proposed interim monthly bill for a

% inch metered residential customer using an average of 8,450 gallons is $38.34 -

an increase of $5.97, or 18.43% over the present rates.

WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED INTERIM

RATES ON AN AVERAGE 1 INCH METERED RESIDENTIAL

CUSTOMER?

The present monthly bill for a 1-inch metered residential customer using an

average of 10,095 gallons is $48.14. The proposed interim monthly bill for a

l inch metered residential customer using an average of 10,095 gallons is $57.00

an increase of $8.86, or 18.41% over the present rates.

The impact on the average bill for all meter sizes and class can be found on

Schedule Interim H-2, page 2.

Q- IS THE COMPANY PROPOSING ANY CHANGES To THE

MISCELLANEOUS SERVICE CHARGES UNDER THE INTERIM

RATES?

No. The Company did not request a change to miscellaneous service charges in

its direct filing either.

Q~ ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE

INSTALLATION CHARGES?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

No. The Company did not request a change to meter and service line charges in

its direct filing either.
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1 DOES THAT CONCLUDE YOUR TESTIMONY IN SUPPORT OF

INTERIM RATES?2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes.
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TESTIMQNY 014 THOMAS J. BOURASSA
IN SUPPORT OF MOTION FOR APPROVAL

OF INTERIM RATES AND PRELIMINARY ORDER
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Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule Interim A-1
Page 1
Witness: Bourassa

Original Cost Rate Base s 21 ,599,023

813,074Adjusted Operating Income

Current Rate of Return 3.76%

Indicated Operating Income $ 1,641,526

Rate of Return on Rate Basel 7.60% 1

$ 828,452Operating Income Deficiency

Gross Revenue Conversion Factor 1 .6286

Indicated Increase in Gross Revenue
Requirement Based on Return Authorized in Decision 68th $ 1,349,246

Requested Interim Increase in Gross Revenue Requirement $ 1 ,349,246

Present
Rates

Requested
Rates

Dollar
Increase

Percent
Increase

Customer
Classification
Residential, Commerical, Industrial
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch
2 Inch

$ 3,524,075
2,441 ,283

172,583
345,894
24,229
34,290

$ 4,173,499
2,890,812

204,362
409,597
28,691
40,604

$ 649,424
449,529

31,780
63,703
4,462
6,314

18.43%
18.41%
18.41 %
18.42%
18.42%
18.42%

69,200
178,745
134,012
161,987
152,769
322,475

81,955
211,667
158,695
191,827
180,909
381,874

12,755
32,922
24,683
29,840
28,140
59,400

18.43%
18.42%
18.42%
18.42%
18.42%
18.42%

18.45%
18.42%
18.42%
18.42%
18.41 %

0.03%

$ $ $

33
250
119

15,600
2,104

2
(5,653)

1,405,407
(56,488)

18.32%
18.42%
0.00%

18.11 %

4 Inch
6 Inch
FHIConstruction
3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch
Fire Sprinkler
Reconciliation Amount GL Revenues
Subtotal
Revenue Annualization
Miscellaneous Revenues
Total of Water Revenues (a) $

181
1,357

646
84,704
11 ,424

5,770
5,431

7,671 ,054
(306,643)

82,289
7,446,700 $

215
1,607

765
100,303

13,528
5,772
(222)

9,076,460
(sean 31 )

82,289
8,795,618 $ 1,348,918

Line
nun*

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55

SUPPORTING SCHEDULES:
Interim B-1
Interim C-1
Interim C-3
Interim H-1

t Weighted cost of capital from Decision 68176



Chaparral City Water Company
Test Year Ended December 31, 2006
Summary of Results of Operations

Exhibit
Schedule Interim A-2
Page 1
Witness: Bourassa

Description
Gross Revenues

Prior Years Ended
12/31/2004 12/31/2005

$ 6,544,219 $ 7,019,051

Protected Year
Test Year Present Proposed

Actual Adjusted Rates Rates
12/31 /2006 12/31 /2006 12/31 /2007 12/31 /2007

s 7,755,907 $ 7,446,428 s 7,446,428 $ 8,795,674

Revenue Deductions and
Operating Expenses

5,564,193 6,348,548 6,679,517 6,633,354 6,633,354 7,154,148

Operating Income $ 980,026 $ 670,503 $ 1,076,390 $ 813,074 $ 813,074 s 1,641,526

Other income and
Deductions

4,136 789,010 (27,838)

Interest Expense (478,806) (272,619)

540,454 $

(272,619)

Net Income $

(472,819)

511,543 $ 980,707 $

(543,433)

505,119 $

(272,619)

540,454 $ 1,368,907

Eamed Per Average
Common Share 1.11 2.13 1.10 1.17 1.17 2.97

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital 1.04% 1 .90% 0.94% 1.01% 0.96% 2.42%

Return on Year End
Capital 1.03% 1 .83% 0.94% 1,01% 0.91% 2.30%

Return on Average
Common Equity 2.09% 3.89% 1.95% 2.08% 1.99% 4.97%

Return on Year End
Common Equity 2.07% 3.82% 1.93% 2.06% 1.93% 4.74%

Times Bond Interest Earned
Before Income Taxes 2.80 2.77 2.43 4.23 4.23 9.18

Times Total Interest and
Preferred Dividends Earned
Alter Income Taxes 2.07 2.99 1.81 3.85 3.85 6.02

L B

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
2 1
2 2
2 3
24
2 5
26
27
28
29
3 0
3 1
32
3 3
34
35
36
37
3 8
39
4 0
4 1
4 2
4 3
4 4
4 5
4 6

SUPPORTING SCHEDULES
Interim C-1
Interim E-2
Interim F-1



Chaparral City Water Company
Test Year Ended December 31 , 2006

Summary of Capital Structure

Exhibit
Schedule Interim A-3
Page 1
Witness: Bourassa

Line
No . Prior Years Ended

12/31 /2004 12/31 /2005

Test
Year

12/31/2006

Projected
Year

12/31/2007Description:

Short-Term Debt $ 835,576 $ 2,159,236 $ 1.400,000 $ 1 ,400,000

Long-Term Debt 7,803,309 7,205,309 6,865,000 6,585,000

Total Debt $ 8,638,885 $ 9,364,545 $ 8,265,000 35 7,985,000

Preferred Stock

Common Equity 24,689,128 25,669,835 26,179,180 28,860,623

Total Capital & Debt $ 33,328,013 $ 35,034,380 $ 34,444,180 $ 36,845,623

Capitalization Ratios:

Short-Term Debt 2.51 % 6.16% 4.06% 3.80%

Long-Term Debt 25.92% 26.73% 24.00% 21 .67%

Total Debt 25.92% 26.73% 24.00% 21 .67%

Preferred Stock

Common Equity 74.08% 73.27% 76.00% 78.33%

Total Capital 100.00% 100.00% 100.00% 100.00%

Weighted Cost of
Short-Term Debt 0.15% 0.38% 025% 0.23%

Weighted Cost of
Long-Term Debt 1.38% 1.42% 1.28% 1.15%

1
2
3
4
5
6
7
8
9

10
11
12
13
1 4
1 5
18
17
18
1 9
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
3 9
40
41
42
43
44
45
46

Weighted Cost of
Senior Capital 1.53% 1.80% 1.53% 1.39%

SUPPORTING SCHEDULESz
Interim E-1
Interim D-1



Chaparral City Water Company
Test Year Ended December 31 , 2006

Construction Expenditures
and Gross Utility Plant in Service

Exhibit
Schedule Interim A-4
Page 1
Witness: Bourassa

Line
No .

Construction
Expenditures

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 12/31/2004 4,069,806 4,584,139 43,264,290

Prior Year Ended 12/31/2005 3,893,252 5,700,393 48,964,683

Test Year Ended 12/31/2006 2,283,627 2,088,570

Projected Year Ended 12/31/2007 8,044,478 8,239,535

51 ,053,253

59,292,788

1
4
5
6
7
8
9

1 0
11
12
1 3
t o
1 5
1 6
1 7
1 8
1 9
2 0

SUPPORTING SCHEDULES:
B-2
E-5
F-3



Chaparral City Water Company
Test Year Ended December 31, 2006
Summary Statements of Cash Flows

Exhibit
Schedule A-5
Page 1
Witness: Bourassa

Prior
Year

Ended
12/31/2004

Prior
Year

Ended
12/31/2005

Test
Year

Ended
12/31 /2006

Projected Year
Present Proposed
Rates Rates

12/31/2007 12/31 /2007

$ 511,543 $ 980,707 s 505,119 $ 540,454 $ 1,368,907

921,794 1532,458 1 _632_458

649,767

1 ,131 ,345
12,705

BB5,649
83,624
26,501

1,632,458
11,835

(131 ,512)
226,889
26,501
93,671

26,675
11,816

118,515
(46,229)

1,496
(44,468)

$

131 ,877
114,933
(82,962)
709,840
(88,807)

2,935,790 $

(282,638)
(62,345)

5,522
19,512

805,882
244,503

(176,340)
(60,347)

(350,080)
(57,525)

3,206,675 $

59,275
13,943
2,508

(19,837)
21,481

(42,939)
34,934

(107,177)
(148,153)
253,543

2,434,519 $ 2,172,912 $ 3,001,365

(4,069,806) (3,893,252) (2,283,627) (8,044,47B) (1,655,500)

s
272

(4,069,534) $
(3,342)

(3,896,594) $
(4,941)

(2,288,568) $ (8,044.478) s (1,655,500)

(739)
500,000
643,451

(373,005)
(560,000)

(5,648)
1 ,500,000

423,676
(345,691)
(598,000)

(4,481)
(600,000)

1 ,099,205
(48e, 128)
(340,309)

(488,128)
(250,000)

(488,128)
(280,000)

2,390

$ $ $

Line
No.
1
2
3
4
5 Cash Flows from Operating Activities
6 Net Income
7 Adjustments to reconcile net income to net cash
B provided by operating activities
9 Depreciation and Amortization
10 Provision for Doubtful Accounts
11 Deferred Income Taxes
12 Tax Benefit on Goodwill
13 Amortization of Debt Issuance Costs
14 Other
15 Changes in Certain Assets and Liabilities:
16 Accounts Receivable
17 Unbilled Revenues
18 Materials and Supplies Inventory
19 Prepaid Expenses
20 Deferred Charges/Regulatory Liabilities
21 Accounts Payable
22 Intercompany payable
23 Customer Deposits
24 Intercompany taxes receivable and taxes payable
25 Other assets and liabilities
26 Net Cash Flow provided by Operating Activities
27 Cash Flow From investing Activities:
28 Capital Expenditures
29 Plant Held for Future Use
30 Changes in debt reserve fund
31 Net Cash Flows from Investing Activities
32 Cash Flow From Financing Activities
33 Change in Restricted Cash
34 Change in net amounts due to parent and affiliates
35 Receipt of advances for and contributions in aid of construction
36 Refunds for advances for construction
37 Repayments of Long-Term Debt
38 Dividends paid
39 Tax Benefits from exercise of stoke based awards
40 Paid in Capital
41 Net Cash Flows Provided by Financing Activities
42 Increase(decrease) in Cash and Cash Equivalents
43 Cash and Cash Equivalents at Beginning of Year
44 Cash and Cash Equivalents at End of Year
45
46

$

209,707
(924,037)

1 ,216,421
292,384 $

974,337
284,418
292,384
576,802 $

(331323> $
(185,372)
576,802
391 ,430 $

(768,128) $
(6,839,694)

391 ,430
(6,248,264) $

(768,128)
577,737
391 ,430
969,167



Chaparral city Water Company
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Rate Base
Used for Rev. Req.

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 51,053,250
14,947,296

$ 51 ,053,250
14,947,296

Net Utility Plant in Service $ 36,105,954 $ 36,105,954

6,557,243 6,557,243

6,188,963
819,845
925,896

6,188,963
819,845
925,898

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Net of amortization

Customer Meter Deposits
Deferred income Taxes gt Credits
Investment tax Credits
Shared Gain on Well 646,000 646,000

Plus:
Unamortized Debt Issuance
Costs

Prepayments
Materials and Supplies
Deferred Regulatory Assets
Allowance for Working Capital

424,010
192,485
14,521

424,010
192,485
14,521

Total Rate Base $ 21,599,023 $ 21,599,023

Line
No.
1
2
3
4
5
5
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
Interim B-2
Interim B-3
Interim B-5
Interim E-1

RECAP SCHEDULES:
Interim A-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule Interim B-2
Page 1
Witness: Bourassa

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 51,020,714 1 32,536 $ 51,053,250

Less:
Accumulated
Depreciation 14,947,296 14,947,296

Net Utility Plant
in Service $ 36,073,418 $ 36,105,954

Less :
Advances in Aid of

Construction 6,557,243 6.557.243

Contributions in Aid of
Construction - Net 8,188,963 6,188,963

819,845
4,070,137 2

819,845
925.896

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Shared Gain on Well 760,000 3

(3,144,241)

(114,000) 646.000

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Working capital

424,010
192,485

14,521

424.010
192.485

14,521

Total $ 18,308,246 $ 21,599,023

Line

M
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
Interim B-2, pages 1-7
Interim E-1

RECAP SCHEDULES
Interim B-1



U)
u>

N

Nb
.5 m
3 cu
c 3- o
9 m

9 'u N 85 G)
61 .: 95w -

0- E

Anna
o

cov-1-905LiqmmN

<o
of
co
LO

<9
c*>
I-D_
N
(*J

(D
¢*>
LQ
N
<*>

<49 e t 69

25
8ma a)

8 -

LD
u>
o

Jo
mm

;~°§ea.
E 53° 6 W

E
858 ;
38 5
E u 9)U8m:§-

L5.9<E 8
388
o'7>_

.8
_ ca

,9

LC
r ~
1 -
o f
( D

.Q

.'n_
o
G.)
a

ff--»

.8_
aGJ
w

.é
O

.Q
D.

.Q

1

4-1

...
C
E
a
o...

a.

. .
c
S
D.
2
'G

§
G)
r e

q)

G J

o
4-1
4-1

cy
we. .
GJ
_gcm

3 *a
8 <198 E

8
3 8
'c 9
.<s-"35</:EEE
\.. :m 8o

I-

mwm
9
8
D

SOcy
2O
E

w - o n<*><ru'>cor~coc>c> c\1 c*><rI.r>co88*NW W@* W@v; vvvvvvvvwmmmmmm

an
gw
'U
<

n:
83

o r

8
N 3
4: :
c ga>
E 8',; Q.

2 5 8
8 8

<>8
8188
O 2 4
3 a>~3»:,



u>
LD

LE
ID

Eu
m m

E: 8
2 3: om
9

-¢-3¢v>
£ ° a>
xocv-uJt/Ja?

a>a>

lm̀
Q/\
Q<r

1 -
q-
n_
15-W
m

© N v'
o> m vw P
u'> s VW r~ qc> O '-

v m

1-
W

W
W
-
m

69 69 he en

<">r1lu'>
O\-LF)

c>Lr>c>"CDO>
O'J

°>E
E~9"'

cm
E

GJ

w

8
>.8§
883

8~~
'68 --3888
2685°88.=
E»u22̀
4 8
1='>3
a m

m
o

w
q;
38

1,-
m
E
o
L)
c

3

m

.9:_
O

a>

cy

< 9
:

GO 9Q)
a

-
Lb
2?
3
'U
a>
8
U)

c
m
Q.
E

8
'6 L
z 8
vi asx o-»-1

q; a>

3
m Ru
I- |-
a>
E E
o
o

q)

13
w
<0
Q
o
<1>

E *e *e
: x :

oO
E E Q,

8

E2 8

8
8..Ln:

W 293§
3200»9
eum2_,9
-'§'o'o
8892
g 822
.- 8 8
8 <
5a¢s°°E E

883:
352a>aw;DDD

cu
2
o

2

as
m
m

3
8
'D
8
E
9
D
a
g

| -
m

8

E
"5
D
m>o
Em
m

. o Na>



N
Nb

m.§ w1. w
2 S

o
2 m

4-' 3.Q 'U v m._0> w5:8.9cu-
uJv>a3><o

>»
.D
'UGJ
jg>
'U
1""

9

w
G.)

.E4-1

3

TW W FW
o o o u'> oC w- O Oo Q o
o coco ~=F

o
o
o
W '
Y
F

he ea he ea

»C̀
.Q.-C
q)>C
oo

8>
I

as
a>

E .Q <*>

m.
U'c
U):is

* h a yG)

a>
w

: J

a>

3
I-O
o
o
N

*Ag

gO..
38.8
3.43
o E
U_Q H

a> 0-0-1

§8°ED

88
'~u'i*9<:

Co
cu

5 E!
a> '5

o

c

R
(D

E"
m

.a
(DLL

,9
'U
9(B. c
(D

c

'U
an<-
O
Q.)
X
m

a
¢s>-
550us

.Q>
O

r :
o

Q

T*

toL_
m
G)
> .

*
C
<1>
E
2
1:
<1>

c m

' :
8 D.._
r: n: *c

24:CO

3
o

(5
<9
'U

w
cm
.9

'3?

8

(0
G)

E

o cu
o

D
q;w
m
Q
o
E

>1-
C
o
.E. .
(D

2
a>a>
w

Q.-
cu
B
o
E
<
o
C
.Q...
(0...
3
O.
E
o
O

go; :
mg o
D. cu

._°°9~§
¢u. ln-w€§°

N§E 38<
§EE§8

1-

E15

(D .
g8 nm¢m@@ w@D:nm m_I

|\ of au ov- P Y (N



Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1124 of Purchased Water)

55 366,881
22,913
38,921

Total Working Capital Allowance $ 428,714

Working Capital Requested $

L i ne

N i
1
2
3
4
5
6
7
8
9

1 0
11
1 2
1 3
1 4
1 5
1 6
1 7

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Income Statement
Revenue Requirement and Increase

Exhibit
Schedule Interim C-1
Page 1
Witness: Bourassa

Test Year
Book

Results Label Adjustment

Test Year
Adjusted
Results

Indicated
Rate

Increase

Adjusted
with Rate
Increase

Reven us

Line

u
1
2 Metered Water Revenues

Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 1 $ (309,479) s 7,364,139 s 1,349,246 $ 8,713,385

82,289
$ 7,755,907 $ (309,479) s

82,289
7,446,428 $ 1,349,246 $

82,289
8,795,674

Operating Expenses
$ $ $924,576

934,095
618,039
127,457
104,609
19,800

266,544
43,458

3 (68,137)

924,576
934,095
549,902
127,457
104,609
19,800

266,544
43,458

924,576
934,095
549,902
127,457
104,609

19,800
266,544

43,458

70,430
(1,294)

70,430
(1,294)

70,430
(1,294)

168,158
1,243,108
1,632,458

4 (76,000)

168,158
1,243,108
1,632,458

(76,000)

168,158
1,243,108
1,632,458

(76,000)

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Reg. Commission Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Amortization of Gain on Well
Amortization of CAP
Taxes Other Than Income
Property Taxes
income Tax 8

Total Operating Expenses
Operating Income
Other Income (Expense)

$
$

44,200
242,105
241,774

6,679,517
1,076,390

$
$

97,974
(46,163) $

(263,316) $

44,200
242,105
339,748

6,633,354
813,074

$
$

520,794
520,794
828,452

$
$

44,200
242,105
860,542

7,154,148
1,641 ,526

Interest Income
Other income (loss)
Interest Expense
Other Expense

64,397
(91 ,835)

(543,433)
(400)

2a
Cb
5
2c

(64,397)
91,835

270,814
400

(272,619) (272,619)

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271)
505,119

$
$

298,652
35,335

$
_

(272,619) $
540,454 $ 828,452

$
S

(272,619)
1,368,907

3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

37
38
39
40

SUPPORTING SCHEDULES:
Interim C-2
Interim E-2

RECAP SCHEDULES:
Interim A-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule Interim G2
Page 2
Witness: Bourassa

Revenue Annualization

Revenue Annualization $ (309,479)

Total Revenue from Annualization $ (309,479)

Adjustment to Revenue and/or Expense $ (309,479)

Line

114
1
2
3
4
5
6
7
8

9
10
11

12
13
14
15
16
17
18
19
20

SUPPORTiNG SCHEDULES
Interim C-2 pages 1.1 to 1.15
Interim H-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule Interim C-2
Page 3
Witness: Bourassa

Remove Other Income and Expenses to Eliminate Effects on Income Taxes

Test Year Interest Income
Test Year Other Income
Test Year Other Expense

$
Adiustment Label

(64,397) pa
91 ,835 Cb

400 ac

Total $ 27,838

Line

F
1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ 27,838



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit
Schedule Interim C-2
Page 4
Witness: Bourassa

Test Year Power Costs
Gallons sold in Test Year (1 ,000's)
Cost per 1,000 gallons
Additonal gallons from annualization (in 1,000's) in adjustment 6

$ 618,039
2,084,339

0 .29652
(229,792)

Additional Expense $ (68,137)

Line
F

1 Annualize power cost for additional gallons from annualization of revenues
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ (68, 137)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Schedule Interim C-2
Page 5
Witness: Bourassa

Amortization of Gain on Well

Gain on Well ' $

$Shared Gain on Well (50%)
Amortization Period (years)
Annual Amortization $

1,520,000

760,000
10

76,000

Adjustment to Revenues and/or Expense $ 78,000

Line

I M
1
2

3

4
5
6
7
8

9
10
11
12
13

14
15
16
17
18
19
20

1 Settlement with Fountain Hills Sanitary District from removal of wells from service. February 2005.



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule Interim C-2
Page 6
Witness: Bourassa

Interest Svnchronization

$ 21,599,023
1.26%

272,619
543,433

Rate Base
Weighted cost of debt (from D-1) (short and long-term)
Interest Expense
Test Year Interest Expense

$
$

Increase (decrease) in Interest Expense _s (270,814)

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
2 0

Adjustment to Revenues and/or Expense $ 270,814



Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule Interim C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40%

Gross Revenue Conversion Factor1

Operating Income % 1 .6286

Line

. M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Balance Sheets

Exhibit
Schedule Interim E-1
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2006

Year
Ended

12/31/2005

Year
Ended

12/31/2004
AssErs

Plant In Service
Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant

s 51,020,714 $ 48,932,146 $ 43,231 ,754

$

2,241 ,397
(14,947,296)
38,314,815 $

1,923,770
(13,137,449)
37,718,467 $

3,779,359
(12,013,815)
34,997,298

Goodwill, Net
Debt Reserve Funds

11,613,874
728,061

12,341,935

$

$

11,840,743
723,120

12,563,863

$

$

11,924,367
719,778

12,644,145

$

$

$ $ 576,802
8,780

422,007
338,910
17,029

172,648
879,735

$ 292,384
3,132

152,074
276,565
22,551

192,160
565,546
25,334

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Accounts Receivable, Net
Unbilled Revenues
Materials and Supplies
Prepayments
Inter-company taxes receivable from Parent
Deferred Income Taxes, Current
Other Current Assets
Total Current Assets $

391,430
13,261

350,897
324,967
14,521

192,485
1 ,056,938

35,751
71,000

2,451 ,250 $
71 ,000

2,486,911 $ 1 ,529,746

$
$

424,010 $
$

$
$

Debt Issuance Costs
Regulatory Assets
Other
Total Other Assets 424,010 $

450,511
239,538

3,991
694,040 $

477,012
185,246

327
662,585

Other Investments & Special Funds

TOTAL ASSETS

$

$ $ $

$ 53,532,010 $ 53,463,281 $ 49,833,774

LIABILITIES AND STOCKHOLDERS' EQUITY
Common Equity 24,689,128

6,585,000 $ 6,865,000 $ 7,205,309

$ 26,179,180 $ 25,669,835 $

$

$ 308,239
280,000

1 ,400,000

$ 782,651
340,309

2,159,236

s 538,148
598,000
835,576

121,041
85,679
34,790

254,017
2,483,766 $

79,780
62,142

306,521
3,730,639 $

35,891
87,182
51,012

228,732
2,374,541$

$ 819,845
6,557,243
4,070,137
6,188,963

587,825
60,051

$ 927,022
10,377,960
4,165,898

921,045

$ 987,369
10,704,058
3,305,583

525,440

Long-Term Debt, less current
CURRENT LIABILITIES

Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Customer Meter Deposits, Current
Accrued Taxes
Accrued Employee expenses
Accrued Interest
Other Current Liabilities
Total Current Liabilities
DEFERRED CREDITS

Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction, Net
Regulatory Liabilities
Other
Asset Retirement Obligations
Total Deferred Credits $ 18,284,064 $

805,882
17,197,807 $

42,346
15,564,796

Total Liabilities & Common Equity $ 53,532,010 $ 53,463,281 $ 49,833,774

Line
No .

1
2
3
4
5
e
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
4B
47
48
49
50
51
52
53
54
55
56
57
58
59

SUPPORTING SCHEDULES:



Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Income Statements

Exhibit
Schedule Interim E-2
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

$ 7,673,618 $ 6,436,004 $ 6,030,963
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues
Operating Expenses

82,289
7,755,907 $

583,047
7,019,051 $

513,256
6,544,219$

$ 924,576
934,095
618,039
127,457
104,609
19,800

266,544
43,458

$ 917,307
816,592
510,091
105,814

72,640
21,018

207,484
27,429

$ 921 ,557
710,222
465,148
66,210
96,152
28,586

535,520
48,991

79
76,730

775
70,430
(1 ,294)

57,633
1 ,860

Salaries and Wages
Purchased Water
Purehased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense -
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

Rate Case 168,158
1 ,243,108
1 ,632,458

44,200
242,105
241 ,774

339,117
1 ,160,406
1 ,131 ,345

42,436
279,529
657,847

35,304
989,392
921 ,794
43,406

280,537
343,790

$
$

6,679,517
1 ,076,390

$
$

6,348,548
670,503

$
$

5,564,193
980,028

4.136

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest lnoome
Other income (loss)
Interest Expense
Other Expense

64,397
(91 ,835)

(543,433)
(400)

29,010
760,000

(478,806) (472,619)

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271) $
505,119 $

310,204
980,707

$
$

(468,483)
s11 ,543

Line
'LQ
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

SUPPORTING SCHEDULES: RECAP SCHEDULES:



Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Statements of Cash Flows

Exhibit
Schedule Interim E-3
Page 1
Witness: Bourassa

Line
#Q

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

s 505,119 $ 980,707 $ 511,543

921,7941,632,458
11,835

(131 ,512)
226,869
26,501
93,671

1 ,131,345
12,705

885,649
83,624
26,501

649,767

26,675
11,816

118,515
(46,229)

1 ,496
(44,468)

$

59,275
13,943
2,508

(19,837)
21,481
(42,939)
34,934

(107,177)
(146,153)
253,543

2,434,519

(282,638)
(62,345)

5,522
19,512

805,882
244,503

(176,340)
(60,347)

(350,080)
(57,525)

$ 3,206,675 $

131,877
114,933
(82,962)
709,840
(88,807)

2,935,790

(2,283,627) (3,893,252) (4,069,806)

$
(4,941) (3,342) 272

(2,288,5B8) $ (3,896,594) $ (4,069,534)

(4,481)
(600,000)

1,099,205
(488,128)
(340,309)

(5,648)
1 ,500,000

423,676
(345,691 )
(598,000)

(739)
500,000
643,451

(373,005)
(560,000)

2.390

$ $

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Provision for Doubtful Accounts
Deferred lnoome Taxes
Tax Benefit on Goodwill
Amortization of Debt Issuance Costs
Other
Changes in Certain Assets and Liabilities:

Accounts Reeeivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
Intercompany payable
Customer Deposits
Intercompany taxes receivable and taxes payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From investing Aetivities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long-Term Debt
Dividends Paid
Tax Benefits from exercise of stoke based awards
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

(331 .323) $
(185,372)
576,802
391 ,430 $

974,337
284,418
292,384
576,802 $

209,707
(924,037)

1,216,421
292,384

1
2
3
4
5
e
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

SUPPORTING SCHEDULES: RECAP SCHEDULES:



Chaparral City Water Company
Test Year Ended December 31, 2006

Statement of Changes in Stockholder's Equity

Exhibit
Schedule Interim E-4
Page 1
Witness: Bourassa

Common
Stock

Additional
Paid-In-Caoital

Retained
Earnings Total

$ 4,603,140 s 14,925,242 $ 4,649,203 $ 24,177,585

$ 4,603,140 $ 14,925,242 $
511,543

5,160,746
511,543

$ 24,689,128

$ 4,603,140 $ 14,925,242 $
980,707

6,141,453
980,707

$ 25,669,835

Balance, December 31, 2003
Add fl paid In Capital Adjustment
Dividends
Net Income
Balance, December 31, 2004
Add fl Paid In Capital
Dividends
Net Income
Balance, December 31, 2005
Add fl Paid In Capital
Dividends
Net Income
Balance, December 3, 2006 $ 4,603,140 $

4,226
14,929,468 $

505,119
6,646,572

509,345
$ 26,179,180

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23 SUPPORTING SCHEDULES: RECAP SCHEDULES:



Chaparral City Water Company
Test Year Ended December 31 , 2006

Projected Income Statements - Present & Proposed Rates
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Schedule Interim F-1
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Witness: Bourassa

Test Year
Actual
Results

At Present
Rates
Year

Ended
12/31/2007

At Proposed
Rates
Year

Ended
12/31/2007

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 $ 7,364,139 $ 8,713,385

82,289
7,755,907 $

82,289
7,446,428 $

82,289
8,795,674

Operating Expenses
$

$ 924,576
934,095
618,039
127,457
104,609

19,800
266,544

43,458

$ 924,576
934,095
549,902
127,457
104,609
19,800

266,544
43,458

$ 924,576
934,095
549,902
127,457
104,609

19,800
266,544

43,458

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than income
Property Taxes
Income Tax

70,430
(1 ,294)

70,430
(1 ,294)

70,430
(1 ,294)

168,158
1243,108
1 ,632,458

44,200
242,105
241 ,774

168,158
1 ,243,108
1 ,632,458

44,200
242,105
339,748

168,158
1 ,243,108
1 ,632,458

44,200
242,105
860,542

S
$

6,679,517
1 ,076,390

$
$

6,709,354
737,074

$
$

7,230,148
1,565,526

64,397
(91 ,835)

(543,433)
(400)

(272,619) (272,619)

L i ne

1
2
3
4
5
6
7
8
9

1 0
11
12
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
21
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
31
32
3 3
3 4
3 5

3 6

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271) $
505,119 $

(272,619) $
464,454 $

(272,619)
1,292,907



Chaparral City Water Company
Test Year Ended December 31, 2006

Projected Statements of Changes in Financial Position
Present and Proposed Rates
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Line
No. At Present

Rates
Year

Ended
12/31 /2007

At Proposed
Rates
Year

Ended
12/31/2007

Test Year
Ended

12/31/2006

$ 505,119 $ 540,454 $ 1,368,907

1,632,458
11,835

(131 ,512)
226,869

26,501
93,671

1,632,458 1 ,632,458

$

59,275
13,943
2,508

(19,837)
21,481

(42,939)
34,934

(107,177)
(148,153)
253,543

2,434,519 $ 2,172,912 $ 3,001,365

(2,283,627) (8,044,-478) (1,655,500)

$
(4,941)

(2,288,568) $ (8,044,478) $(1,655,500)

(4,481 )
(600,000)

1,099,205
(488,128)
(340,309)

(488, 128)
(280,000)

(488,128)
(280,000)

2,390

$ (768,128)
577,737
391,430
969, 167

1
2
3
4
5
e
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Provision for Doubtful Accounts
Deferred Income Taxes
Tax Benefit on Goodwill
Amortization of Debt Issuance Costs
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
Intercompany payable
Customer Deposits
Intercompany taxes receivable and taxes payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From investing Activities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long-Term Debt
Dividends Paid
Tax Benefits from exercise of stoke based awards
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

(331,323) $ (768,128) $
(185,372) (6,639.694)
576,802 391 .430
391,430 $(6,248,264) $



Chaparral City Water Company
Test Year Ended December 31, 2006
Projected Construction Requirements
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2008
$

2009 2010
$

10,000
11,000

1 ,275,000
20,000

225,000
55,000

10,000
11 ,000

3,086,000
10,000

225,000
55,000

10,000
11 ,000

1295,000
10,000

225,000
55,000

27,500
26,000

27,500
70,000

27,500
105,000

Account
Number

3 0 1
3 0 2
3 0 3
3 0 4
3 0 8
3 0 7
3 1 0
3 1 1
3 2 0
3 3 0
3 3 1
3 3 3
3 3 4
3 3 5
3 3 9
3 4 0
3 4 1
3 4 3
3 4 4
3 4 5
3 4 6
3 4 8

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Lake, River and Other intakes
Wells and Springs
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Other Plant Structures and Improvements
Office Furniture and Fixtures
Transportation Equipment
Tools and Work Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

6,000 6,000 6,000

L i ne
No.

1
2
3
4
5
6
7
8
9

1 0
11
1 2
1 3
1 4
1 5
1 6
1 7
1 8
1 9
2 0
21
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0

Total $ 1,655,500 $ 3,500,500 $ 1,744,500



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers
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Dollar
Chance

Percent
Change

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
Meter
Size

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

Present
Revenues

$ 3 ,455,B50
2,342,394

31 ,414
123,886
10,012

$

Proposed
Revenues

4,092,703
2,773,714

37,199
146,464
11 ,856

$ 636,853
431,319

5,7a4
22,779
1,844

18.43%
18.41%
18.41%
18.42%
18.42%

45.08%
30.56%
0.41%
1.61%
0.13%

45.09%
30.56%
0.41 %
1.61 %
0.13%

Subtotal 5,953,356 7,061,935 1 ,098,579 18.42% 77.79% 77.80%

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

$ 67,867
98,516

140,840
222,208
14,217
34,290

$ 80,372
116,775
165,775
283,132
16,835
40,804

12,505
18,159
25,935
40,924
2,618
6,314

18.43%
18.41%
18.41%
18.42%
18.42%
18.42%

0.89%
1.29%
1.84%
2.90%
0.19%
0.45%

0.89%
1.29%
1.84%
2.90%
0.19%
0.45%

Subtotal $

$

578,038 $

$

884,494 $

$

106,456 18_42% 7.54% 7.54%

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

359
272
328

425
323
388

66
50
60

18.43%
18.41%

0.00%
0.00%
0.00%

0.00%
0.00%
0.00%

Subtotal $

$

959 $

$

1,135 177 18 .42% 0.01% 0.01%

18 .43%
18.42%

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

lmgatbn
Imgatbn
lrrlgaibn
Irrlgaibn
lmgatlon
lrflgaibn

69,200
178,745
134,012
161,987
152,769
322,475

81 ,955
211 ,667
158,695
191,827
180,909
381 ,874

12,755
32,922
24,683
29,840
28,140
59,400

18.42%
18.42%
18.42%

0.90%
2.33%
1.75%
2.11%
1.99%
4.21%

0.90%
2.33%
1.75%
2.11%
1.99%
4.21 %

Subtotal 1,019,188 1206,928 187,740 18.42% 13.30% 13.30%

$ $ 33
250
119

18.45%
18.42%
18.42%

0.00%
0.02%
0.01 %

0.00%
0.02%
0.01 %

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

181
1 .357

646
18,826
2,247

215
1 .607

765
22,294

2,850 414 18.42% 0.03% 0.03%

Subtotal $

s

23,256 s

$

s

$

27,540 $ 4,284 18.42% 0.30% 0.30%

3 Inch
4 Inch

Fire Hydranl Meter (Irrigation)
Fire Hydrant Meter (Irrigation)

65,878
9,178

78,010
10,868

12,132
1.690

18.42%
18.41%

0.86%
0.12%

0.86%
0.12%

Subtotal $

s

75,055 s

s

88,877 13,822 18.42% 0.98% 0.98%

34 inch
1 inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

5.164
244
363

5,164
244
363

1

1

0

0.01 %
029%
0.13%

0.07%
0.00%
0.00%

0.06%
0.00%
0.00%

Line
*LQ
1
2
3
4
5
6
7
B
9
10
11
12
13
14
15
16
17
18
1 g
20
21
22
23
24
25
28
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
51
52

Subtotal

Total Revenues Before Annualization s

$ 5,770 s

I,66:>,623 5

5,772

9,0/6,582 s

2

1,411,060

0.03%

18.41%

0.08%

100.00%

0.06%

100.00%



Chaparral City Water Company
Test Year Ended December 31, 2008

Revenue Summary
With Annualized Revenues 10 Year End Number of Customers
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Revenue Annualizatlon

Percent
Change

Schedule
NumberMeter

Size
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

Present
Revenues

s 2,317
65,260

860
253

1 ,790

$

Proposed
Revenues

2,744
77,276

1 ,018
300

2,120

Dollar
Chanqe

427
12,017

158
47

330

18.43%
18.41%
18.41%
18.42%
18.41%

Additional
Bil ls to be

Issued
61

1,415
7
1
5

Additional
Gallons to
be Pumped
(In 1.000's)

639 C-2, P1.1
13,151 C-2,P1.2

215 C-2, P1.3
72 c-2, P1.4

421 C-2, P1.5

SUb10lal $

$

70,480 $ 83,459 12,978 18.41% 1 ,489 14,497

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

(50) $
2,547
1,934
(77a)
(206)

(59)
3,134
2,291
(922)
(244)

(9)
487
356

(143)
(38)

0.00%
18.41%
18.41 %
0.00%
0.00%
0.00%

(1)
3 8
1 2
(3)
(1)

(14) C-2, P15
704 C-2, P1.7
551 C-2, P1.8

(222) C-2, P1.9
(24) c-2, p1.10

Subtotal $

$

3,547 $

$

4,199 26,609 750.30% 45 996

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

0.00%
0.00%
0.00%

Subtotal $

$

$

$

0.00%

792
6,585
1 ,901

937
7,797
2,251

146
1 ,213

350

21
78
12

324 C-2, P1.11
3,086 C-2, P1.12

869 C-2, P1.13

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Imgatbn
lmgamn
lrrlgauon
lrrlgaunn
lrrlgauon
lmgamn

(108,B57)
(281 ,090)

(128,908)
(332,887)

(20,051)
(51 ,777)

18.43%
18.42%
18.42%
0.00%
0.00%
0.00%

(2) (69,780) c-2, P1.14a&
(179,785) C-2, p1.15as.

Subtotal $

$

(380,670) $

$

(450,789) (70,119) 18.42% 109 (245,285)

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

0.00%
0.00%
0.00%
0.00%
0.00%

Su biota $ $ 0.00%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)

$ $ 0.00%
0.00%

Subtotal $ $ 0.00%

34 inch
1 Inch

1.5 Inch

Flre Sprinkler
Flre Sprinkler
Fire Sprinkler

s $ 0.00%
0.00%
0.00%

Subtotal $ s 0.00%

Line
t o .

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
58
57

Total Revenue Arnnualization $ (306,643) $ (353,131)  $ (30,532) 0.00% 1 .643 (229,792)



Chaparral city Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers
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Dollar
Change

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
100.00%

-4.00%
Subtotal Metered Revenues
Subtotal Revenue Annualizalion
Total Metered Revenues

Present
Revenues

$ 7,665,623
(306,643)

7,358,980

Proposed
Revenues

s 9,076,682 s
(383,131)

$ 8,713,551 s

1 ,411 ,oho
(56,488.30)
1354,571

Percent
Change

18.41%
18.42%
18.41%

100.00%
-4.00%

$

Line

* 8
1
2
3
4
5
6
7
8
g
10
11

Misc. Revenues
Reconciling Amount to Adjusted Revenues
Total Water Revenues

$

5

82,289
5,431

7,44G,700

$

$

82,289
(166)

8,795,674 $
(5,597)

1 ,348,974

0.00%
403.06%

18.12%

1 .07%
0.07%
0.00%

0.91 %
0.00%
0.00%



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary at Present and Proposed Rates by Detailed Class
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Average Present
Rates

Revenues
Proposed

Rates

Pool)o$€d Increase
Dollar Percent

Amount AmountMeter Size. Class
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Residential
Residential
Residential
Residential
Residential
Subtotal

(a)
Average

Number of
Customers

at
12/31/2006

8,368
4,000

21
39

3
12,431

Consumotioq
8,450

10,095
29.821
72,924
70,226

$ 3,455,850
2,342,394

31,414
123,686

10,012

$ 4,092,703
2,773,714

37,199
146,464
11,856

$ 636,853
431,319

5,784
22,779

1 ,844

18.43%
18.41%
18.41%
18.42%
18.42%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114
66
71
5
4

375

12,528
17,907
47,736
68,389
34,550

186,146

$ 67,867
98,616

140,840
222,208

14,217
34,290

$ 80,372
116,775
166,775
263,132

16,835
40,604

$ 12,505
18,159
25,935
40,924

2,618
6,314

18.43%
18.41%
18.41%
18.42%
18.42%
18.42%

3/4 Inch
1 Inch
1.5 Inch

5,375 $ 359
272
328

$ 425
323
388

$ 66
50
60

18.43%
18.41%
18.41%

Industrial
Industrial
Industrial
Subtotal

1
1
0
2

8,000

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

litigation
Irrigation
Irrigation
In'igation
Irrigation
Irrigation
Subtotal

145
170
68
52
4
3

442

16,732
41,781
76,173

119,346
1,813,070
5,451 ,042

$ 69,200
178,745
134,012
161,987
152,769
322,475

$ 81,955
211,667
158,695
191 ,827
180,909
381,874

$ 12,755
32,922
24,683
29,840
28,140
59,400

18.43%
18.42%
18.42%
18.42%
18.42%
18.42%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction
Subtotal

1
3
0
4
1
8

959
11 ,803
36,000

180,682
94,500

$ 181
1 ,357

646
18,826
2,247

$ 215
1 ,607

785
22,294

2,660

$ 33
250
119

3,468
414

18.45%
18.42%
18.42%
18.42%
18.42%

3 Inch
4 Inch

Fire Hydrant Meier (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26
1

26

26,121
516,917

s 65,878
9.178

$ 78,010
10,868

$ 12,132
1.690

18.42%
18.41%

Line

# 4
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

47

34 inch
1 Inch
1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subfotal

43
2
3

48

3
63
28

$ 5,164
244
363

$ 5,164
244
363

$ 1

1

0

0.01%
0.29%
0.13%

Total 13,333

(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.



Chaparral City Water Company
Test Year Ended December 31, 2006

Average Bill Summary at Present and Proposed Rates by Detailed Class
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Line
Average Bill

Present Proposed
Rates Rates

Proposed I
Dollar

Amount
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Meter Size. Class
Residential
Residential
Residential
Residential
Residential
Subtotal

(a)
Average

Number of
Customers

at
12/31/2006

8,368
4,000

21
39
3

12,431

Average
Consumption

a,450
10,095
29,821
72,924
70,226

$ 32.38
48.14

120.55
256.77
322.97

$ 38.34
57.00

142.75
304.06
382.44

5.97
8.86

22.20
47.29
59.47

increase
Percent
Amount

18.43%
18.41 %
18.41 %
18.42%
18.42%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114
GB
71
5
4

375

12,528
17,907
47,736
68,389
34,550

186,146

$ 46.97
67.83

165.69
245.34
233.06
696.09

$ 55.63
80.31

196.20
290.52
275.99
824.27

8.65
12.49
30.51
45.18
42.92

128.18

18.43%
18.41 %
18.41 %
18.42%
18.42%
18.41 %

3/4 Inch
1 Inch
1.5 Inch

5,375 $
$
$

29.89
22.70
65.56

$
$
$

35.40
26.88
77.63

5.51
4.18

12.07

18.43%
18.41 %
18.41 %

Industrial
Industrial
Industrial
Subtotal

1

1

0

2

8,000

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Subtoid

145
170
68
52
4
3

442

16,732
41,781
76,173

119,346
1,813,070
5,451,042

$
$
$
$
$
s

39.70
87.88

164.23
259.18

3,055.39
8,957.63

$
$
$
$
$
$

47.02
104.06
194.48
306.92

3,618.19
10,607.62

7.32
16.19
30.25
47.74

562.80
1 ,650.00

18.43%
18.42%
18.42%
18.42%
18.42%
18.42%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction
Subtotal

1

3

0

4

1

8

959
11 .803
36,000

180,682
94,500

$
$
$
$
$

15.10
41.11

129.16
427.86
374.42

$
$
s
s
$

17.88
48.69

152.96
506.67
443.39

2.79
7.57

23.79
78.81
68.96

18.45%
18.42%
18.42%
18.42%
18.42%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26

1

26

26,121
516,917

$
$

211.82
1,529.63

s
$

250.83
1,811.29

39.01
281.66

18.42%
18.41 %

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

34 inch
1 Inch
15 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

43
2
3

48

3
63
28

s
s
$

10.01
10.16
10.07

s
$
$

10.01
10.19
10.08

0.00
0.03
0.01

001%
0.29%
0.13%

Total 13,333
(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.
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Chaparral City Water Company
Test Year Ended December 31, 2006

Meter and Service Line Charges

Exhibit
Schedule H-3
Page 4
Witness: Bourassa

Line
No.
1
2
3
4

Meter and Service Line Charges

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch / Turbine
3 Inch / Compound
4 Inch / Turbine
4 Inch / Compound
6 Inch / Turbine
6 Inch / Compound
8 Inch & Larger

Present
Service

Line
Charge

$ 385.00
385.00
435.00
470.00
630.00
630.00
805.00
845.00

1,170.00
1,230.00
1,730.00
1,770.00
At Cost

$

Present
Meter
Install-
ation

Charge
135.00
215.00
255.00
465.00
965.00

1,690.00
1 ,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

$

Total
Present
Charge

520.00
600.00
690.00
935.00

1,595.00
2,320.00
2,275.00
3,110.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

(a)
Proposed
Service

Line
Charge

$ 385.00
385.00
435.00
470.00
630.00
630.00
805.00
845.00

1,170.00
1,230.00
1,730.00
1,770.00
At Cost

Proposed
Meter
Install-
ation

Charge
$ 135.00

215.00
255.00
465.00
965.00

1,690.00
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

(a)
Total

Proposed
Charge

$ 520.00
600.00
690.00
935.00

1,595.00
2,320.00
2,275.00
3,110.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

N/T = No Tariff

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

(a) As meters and service lines are now taxable income for income purposes, The
Company shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year as the meter deposit is refunded.


